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Why Asia’s banks are central
to climate transition

While Asia has long been the world’s highest emitting
continent, it has now taken the lead in progress
towards global climate goals. Investor engagement
with the region’s banking sector is essential to support
the pivotal role of banks in climate transition.

Over half of the world’s CO, emissions originate from
Asia?! (as shown in Exhibit 1). There are several reasons
for this: first, the continent has significantly and rapidly
industrialised; second, its manufacturing sector — eg,
electronics, automotive and consumer goods — is highly
energy intensive; and third, coal remains key to the
energy mix. However, in recent years Asia has become
the world leader in green finance innovation, with
record levels of renewable energy investments and

green financing.

1 World Economic Forum, Why the battle for net-zero may be won or
lost by corporate Asia, April 2023
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Key takeaways

+ Asia’s action on lowering carbon emissions is a
major driver for global climate transition.

* The region’s banks face the challenge of
financing both clean energy ambitions and
growth in high-emitting sectors.

* Investor engagement can support banks to better
align with regional and global climate goals.

Chris Liu
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https://www.weforum.org/stories/2023/04/how-corporate-asia-sits-at-the-centre-of-the-climate-crisis-but-also-its-solution/
https://www.weforum.org/stories/2023/04/how-corporate-asia-sits-at-the-centre-of-the-climate-crisis-but-also-its-solution/
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Exhibit 1: Carbon emissions and clean energy investment by location
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Aligning growth with green ambitions

Seeking to reduce emissions while increasing investment
in lower-carbon industries is a balancing act for Asia’s
markets. Support for high-emitting extractive industries
- eg, mining raw minerals for technology components
and coal to meet electrical energy demand - is key for
the region’s near-term growth. Meanwhile, development
of low-emissions technologies such as electrification of
transport and energy storage present new opportunities
which are advancing at pace across the region. The
banking sector therefore has an important dual role in
financing growth and climate action for a credible and
resilient transition.

Additionally, the region’s role as the backbone of global
supply chains underlines why Asian banks’ financing

is so critical to the climate ambitions of the global
economy. Consider global scope 3 emissions — the

greenhouse gas emissions (GHG) generated throughout

value chains, both upstream and downstream of a
company’s own operations — which account for over
70% of multi-national corporation carbon footprints.?
Asia’s outsized impact on global supply chains directly
influences these emissions.

Engaging Asia’s banks

Engaging with companies on the critical issue of
climate action is one of our key stewardship themes.
We developed a climate engagement project which
included 20 publicly listed banks with a reach across
Chinag, India, Japan, South Korea, Taiwan and South-
East Asia. The project sought to define a set of
targeted outcomes for this sector by learning more
about banks’ transition strategies, alignment with
policy, progress in decarbonising portfolios, and
leading and lagging practices. An extract from our
engagement framework is shown in Exhibit 2.

2 Source: Science Based Targets, Scope 3: Stepping up science-based action, February 2023 and Draft Corporate Net-Zero Standard

V2 Explained: Scopes 1, 2 and 3 - Science Based Targets Initiative, March 2025


https://sciencebasedtargets.org/blog/scope-3-stepping-up-science-based-action
https://sciencebasedtargets.org/blog/draft-corporate-net-zero-standard-v2-explained-scopes-1-2-and-3
https://sciencebasedtargets.org/blog/draft-corporate-net-zero-standard-v2-explained-scopes-1-2-and-3
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Exhibit 2: Climate engagement framework for Asian banks

Top down net zero commitments required?® @

* Time-bound targets to reduce scope 1, 2 and 3 emissions to net-zero

» Signatory of the Net Zero Asset Managers initiative or the Net Zero Asset Owners Alliance

* Paris Agreement-aligned financing/investing

* Medium term operations & finance GHG targets (1.5°C aligned, Science Based Targets initiative or
* Transition Pathway Initiative approved)

» Sectoral mid-term targets for high GHG areas (by 2030)

* Transition plan, scenario analysis, stress testing

* Coal phase-out: 2030 for OECD countries/2040 for non-OECD countries
* No new oil & gas exploration/development

* End deforestation finance by 2030
* Restrict unconventional fossil fuel projects

Financing of transition initiatives

* Transition finance targets (aligned with 1.5°C needs)
* Client/investee engagement with key performance indicators (KPIs)

* Climate proposals at annual general meetings

Sustainable financial products
A
o0l

» Green bonds, sustainability linked loans and carbon linked derivatives
» Sector specific KPIs in products

Physical assessments & risk disclosure

+ Alignment with Taskforce on Climate-related Financial Disclosures

* Risk exposure & financed emissions metrics
+ Sector specific emission intensity reporting

* Board oversight & executive pay linked to climate

Through these engagement dialogues, we observed the Asian economy, across the continent and within
both progresses and challenges in how financial individual markets.
institutions are reshaping the climate landscape of

3 “Top-down” refers to these typically being set by governments, regulators or other central authorities rather than emerging from within
the firm 3
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Differentiated climate approaches

Many locations across Asia have their own national climate
policy frameworks (see Exhibit 3). Recognising these
distinct policies and how climate action is embedded into
national strategies is critical to our assessment of banks’
climate strategies and the extent of their alignment with
these policies and strategies in their approach to lending.

Guided by the relevant frameworks, we discuss with banks
how they can be more transparent on climate financing
goals and the actionable steps needed to achieve this.
Many of the banks we engaged with have climate goals
that are already aligned with global frameworks like the
Paris Agreement. Some banks are even ahead of plan,
enabling them to co-design climate strategies in parallel
with evolving regulatory and policy trends, while achieving

both economic and environmental outcomes.
China is one market that has demonstrated a coordinated
approach to green finance. The People’s Bank of China

(PBOC) has leveraged policy instruments — most notably

Exhibit 3: Guide to climate frameworks in Asia

the Carbon Emission Reduction Facility* and the Special
Re-lending Facility for clean and efficient coal utilisation® -
to channel funding through qualified commercial banks to
eligible green projects. Importantly, these banks allocate
loans with no additional premia. These instruments have
enabled CNY 1.4 trillion® of capital to be deployed to
green projects nationwide as of year-end 2024. Chinese
commercial banks have maintained profitable and
sustainable lending rates for green projects, even when

supporting policy-driven, zero-premium loans.

Within our engagements with Chinese banks, we focused
on the long-term sustainability of these policy tools, and
scenario analysis around future funding quotas or the
evolution of regulatory frameworks. Encouragingly, banks
remain confident in green finance being an engine for
growth, and a driver of sustainability. Many of those that
we spoke to highlight that green credit portfolios have
evolved to the point of now delivering risk-adjusted returns
on a par with conventional lending. This has been bolstered
by favorable regulatory treatment (eg, lower capital
adequacy requirements) and rising investor demand.

Short-term Nationally Determined

Long-term net zero

Market o Transition finance framework Carbon market

Contributions (NDCs)* targets
. o State Council Transition Finance  Emissions Trading
China Peak emissions by 2030 Net zero by 2060 L
Industry Guidelines System (ETS)

65-70% carbon intensity reduction Carbon neutrality

Hong Kong No framework ETS
from 2005 levels by 2030 by 2050

i 45% GHG reduction (from 2005) Carbon neutrality

India No framework ETS
by 2030 by 2070
46% GHG reduction (from 2013) Carbon neutrality Transition Finance Framework

Japan ETS & Carbon Tax
by FY2030 by 2050 by METI
40% GHG reduction (from 2018) Carbon neutrality Korea.net - FSC Guidelines on

South Korea . ETS
by 2030 by 2050 Green Finance

. 36% GHG reduction (from 2005) Carbon neutrality . .

Singapore MAS Sustainable Finance ETS & Carbon Tax

by 2030 by 2050
. 20% GHG reduction (from 2005) Carbon neutrality Green and Transition Finance
Taiwan ETS & Carbon Tax

by 2030 by 2050

Action Plan 2024

Source: Allianz Global Investors Stewardship Team, 2025

*Nationally Determined Contributions are climate action plans that signatories of the Paris Agreement pledged to submit. These follow a five year

cycle designed to progressively increase climate ambitions. The NDCs in these table are as at 30 September 2025.

4 PBOC, The People’s Bank of China Launches the Carbon Emission Reduction Facility, November 2021
5 PBOC, China’s central bank steps up support for clean, efficient coal use, April 2025

6 PBOC, China Monetary Policy Implementation Report, Fourth Quarter 2024


https://www.ndrc.gov.cn/xxgk/zcfb/tz/202402/P020240229576133742559.pdf
https://www.ndrc.gov.cn/xxgk/zcfb/tz/202402/P020240229576133742559.pdf
https://www.meti.go.jp/english/policy/energy_environment/transition_finance/index.html
https://www.meti.go.jp/english/policy/energy_environment/transition_finance/index.html
https://www.korea.net/Government/Briefing-Room/Press-Releases/view?articleId=83600&type=N&insttCode=A260302
https://www.korea.net/Government/Briefing-Room/Press-Releases/view?articleId=83600&type=N&insttCode=A260302
https://www.mas.gov.sg/development/sustainable-finance
https://www.fsc.gov.tw/uploaddowndoc?file=news/202410291540400.pdf&filedisplay=%E6%96%B0%E8%81%9E%E7%A8%BF%E9%99%84%E4%BB%B61_%E7%B6%A0%E8%89%B2%E5%8F%8A%E8%BD%89%E5%9E%8B%E9%87%91%E8%9E%8D%E8%A1%8C%E5%8B%95%E6%96%B9%E6%A1%881.pdf&flag=doc
https://www.fsc.gov.tw/uploaddowndoc?file=news/202410291540400.pdf&filedisplay=%E6%96%B0%E8%81%9E%E7%A8%BF%E9%99%84%E4%BB%B61_%E7%B6%A0%E8%89%B2%E5%8F%8A%E8%BD%89%E5%9E%8B%E9%87%91%E8%9E%8D%E8%A1%8C%E5%8B%95%E6%96%B9%E6%A1%881.pdf&flag=doc
http://www.pbc.gov.cn/en/3688229/3688299/3688305/4385345/index.html
https://english.www.gov.cn/statecouncil/ministries/202205/05/content_WS627305b2c6d02e533532a3d2.html
http://www.pbc.gov.cn/zhengcehuobisi/125207/125227/125957/5347949/5587716/2025022618190099812.pdf
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A just transition

Despite progress made in generating greener energy
sources, Asia’s energy supply remains heavily dependent
on fossil fuels, especially coal, with the region accounting
for over 80% of global coal consumption.” As mentioned
earlier, banks must balance the financing of higher-
emitting industries to support employment and economic
growth in the near term, while scaling up investments in
green energy and infrastructure for the future. Uniform,
inflexible transition strategies — such as a sudden
withdrawal from coal financing — may politicise the

green agenda and could hinder progress towards a

Q

In an engagement with one bank, we discussed

low-carbon economy.

Case study: Engaging with
a South-East Asian Bank

its plans for phasing out financing for new coal
mining and coal-fired projects. The bank claims
to have been actively engaging with stakeholders
on improving the efficiency of existing coal assets.
We emphasised the importance of clear transition
targets with defined timelines, and the benefits for

transparency to investors.

The bank had established a scheme for retiring coal
plants and funding geothermal transition projects.
We encouraged it to substantiate the strategy with
specific examples and measurable impact data. In
addition to commitments to improve disclosures, we
observed it has reported the decommissioning of a
sizeable coal-fired power plant 15 years ahead of
its technical lifespan. This was financed through the
bank’s dedicated investment banking arm under its
transition scheme, highlighting how these institutions’
roles in advisory and financing can bridge the
dependency gap with active solutions.

However, scalability of transition financing is a major
challenge. South-East Asia’s energy demand is forecast to
double by 2040,8 driven by industrial growth in countries
like Thailand and Vietnam. Stronger national support and

7 IEA, Coal Mid-Year Update - July 2024
8 IEA, Southeast Asia Energy Outlook 2019

regulatory incentives will be critical to sustain and expand
transition financing and meet the region’s fast growing

energy needs.

Micro meets macro

An additional and important dimension of our dialogues
with banks is their financing of micro, small and

medium enterprises (MSMESs) which constitute 90% of
Asian businesses. MSMEs are particularly vulnerable

to climate and transition risks because they lack the
capital and resources of large corporates for climate
adaptation planning. For example, MSMEs in high-
exposure sectors like agriculture, food and agriculture,
and forestry are disproportionately exposed to location-
specific physical risks — for example flood frequency

in palm oil plantations — but often lack the resources

to quantify these risks. However, banks’ sustainability
reports often focus on large corporate clients and
overlook MSMEs.

Within our standard engagement questions on the scope
of sustainability commitments and reporting metrics, we
also push for details on dedicated funding mechanisms
and adyvisory services tailored for MSMEs. Encouragingly,
there are several initiatives from banks in Singapore and
Hong Kong that are dedicated to support MSMEs with
climate transition challenges. While these early-stage
initiatives remain at pilot phases and lack the necessary
scale, they signal progress in addressing MSME climate
risks in a coordinated approach. We firmly believe that
climate risk analysis should be integrated into credit
assessments for clients of all sizes through the lifecycle
of the loan and shared with companies. This approach
bolsters strategic focus and actions for greater resilience
against extreme weather events.

Our in-depth engagement across the banking sector

in several Asian markets reveals a complex, region-
specific strategy of financing climate transition while
considering current economic realities, and local policy
frameworks. We believe constructive and collaborative
investor engagement is essential for advancing the
banking sector’s own climate performance as well

as its critical role as the driving force behind global

supply chains.


https://www.iea.org/reports/coal-mid-year-update-july-2024
https://www.iea.org/reports/southeast-asia-energy-outlook-2019
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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