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INntroduction

In this insight, we look at the
recent developments in sustainable
finance solutions, in the face of the
COVID-19 pandemic.
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The impacts of COVID-19 are far reaching and have caused
a fundamental change in the way many businesses operate.
Through our own observations and conversations with
clients, we've drawn some key points in regard to how
COVID-19 is changing the sustainable finance landscape
and how we expect businesses to adapt and continue their
sustainability and Environmental, Social and Governance
(ESG) efforts.
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1> Sustainability driving

performance

Sustainability is as important as ever, perhaps more so in the world of COVID-19

We can draw parallels between COVID-19 and climate
change. They're both known risks predicted by robust
scientific research; they’re global risks which require cross-
border co-operation; and early, decisive action and planning
can avoid the need to take even more extreme actions when
these risks are realised. Once we approach something like
normality again, there is little doubt that we all, including
politicians and businesses, will be re-examining our
preparation and resilience to high impact events. This has
already been the plea from the sector and climate scientists
for a decade or more.

Whilst COVID-19 is clearly the urgent priority at the moment,
the huge challenge of climate change has not gone away.
Precious time will be lost if we are not able to continue the
momentum which was seen pre-COVID-19.

With an increasing push on companies of all sizes to adopt
sustainable practices, driven by heightened public awareness
and increased pressure from a wide range of stakeholders,
including the government, sectors have been making strides
towards change, even throughout the crisis.

MSCI, an investment research firm, saw the accelerated
outperformance of ESG-themed indexes as a result of the
coronavirus outbreak — in other words, companies with
high ESG rankings have outperformed rivals during the
pandemic’.

HSBC also looked at over 600 shares of global public
companies with climate solutions as well as 140 stocks with
the highest ESG scores, over an 11-week period, with the
outcome showing that the climate-focused stocks globally
outperformed others by 7% on average?.

Separately, Moody'’s cited ESG factors as material credit
considerations in 20193. This potentially indicates the
growing importance of ESG in the assessment of credit
quality — this is due to stricter environmental regulation
combined with greater general awareness of ESG.

This means interest in climate and ESG is likely to rise, with
many investors and company CEOs arguing that a key theme
of the coming months will be not simply rebuilding the
economy, but creating a more sustainable world.

Sustainable finance can help achieve exactly that by
improving sustainability performance while helping to
transition to a lower carbon economy.

1. https://www.msci.com/www/blog-posts/msci-esg-indexes-during-the/01781235361

2. https://www.gbm.hsbc.com/insights/global-research/esg-stocks-did-best-in-corona-slump

3. https://www.moodys.com/research/Moodys-ESG-risks-material-in-33-of-Moodys-2019-
private--PBC_1218114
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2 > Short-term iImpacts

Dramatic shifts in environmental
Impact and climate action are
short-term, and may even reverse

Lockdown has led to sharp reductions in economic
activity and travel. The number of passengers going
through Dublin Airport fell by 98% in May 2020 when
compared to the same month last year.* As part of this,
we've seen reduced emissions around Ireland. The
Environmental Protection Agency says that monitoring
stations around the country show a decrease of up to 50
per cent in nitrogen dioxide®.

However, this is short-term and is likely to be followed
by an even sharper rise in emissions, when government
stimulus strategies kick-in and the economy attempts
to recover. With this in mind there has been a real focus
among business groups and the media to ‘build back
better’, ensuring that long-term resilience and tackling
climate change is at the heart of the recovery process.

In terms of sustainability and environmental action,
despite some minor setbacks, we are seeing some
continued momentum. The government published climate
action and sustainability guidelines for enterprise in

June 2020, with Minister Bruton noting, “The past few
months have been extremely challenging for businesses.
These guidelines will not only help enterprise to embed
sustainability across their business, making them more

resilient in the long-term, but will also be helpful in
keeping costs down which will be crucial over the
coming period.”

We have also seen more corporates announcing net-zero
plans in this time and continuing to look to realise the
commercial opportunity of transition.

Although COVID-19 may have disrupted climate plans in
the short term, the challenge of climate change remains
a slow burning risk which if not managed could have

a huge impact globally. The economic disruption of
COVID-19 is clearly likely to be very significant, current
estimates are around $2 to $5 trillion dollars. The
economic cost of climate change, even if temperature
rises are managed to 1.5 degrees, is, according to the
Intergovernmental Panel on Climate Change (IPCC),
likely to be an order of magnitude higher, and will be
accompanied by irreversible damage to biodiversity, sea
levels rises, desertification, and long-term changes to
weather patterns. All the signs are that the momentum
across Europe to implement net-zero plans will continue
to grow, and one can expect the continued associated
rise in prominence of green loans and other sustainable
finance solutions.

4 https://www.dublinairport.com/latest-news/2020/06/17/dublin-airport-passenger-numbers-down-98-in-may-due-to-covid-19
5https://www.irishtimes.com/news/ireland/irish-news/air-pollution-falls-dramatically-in-parts-of-ireland-following-travel-restrictions-1.4225401

3 > Priority shitt

Social and governance aspects
of ESG are coming to the forefront
during the pandemic

In recent years many corporates and investors had
become increasingly focussed upon the ESG factor of
sustainable financing, and a fast-growing trend in the
Sustainable Finance market was for financing to link
improvement in ESG metrics to financing cost.

Whilst the focus is often upon the “E”, Environment, of
ESG, recent events have brought to the fore the other
elements in the equation, Social and Governance, and
highlighted how interconnected we are as individuals and
corporates.

We have seen some of our customers move with speed
to provide, for example, much-needed medical equipment
and increase focus upon employee mental wellness

and providing financial security for employees in these
difficult times. Resilience and contingency planning will
have been tested during this period, and this is an aspect
which will no doubt be revisited and strengthened post
COVID-19. A corporate’s supply chain, which will have
often been under pressure throughout the pandemic, may
manifest many of these ESG risks.

Managing ESG risks can create value for all stakeholders
— employees, suppliers, customers, the wider society,
and the environment — and can help businesses with the
pressure of crises like COVID-19.
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4 > Energy price fluctuation

Dramatic shifts in energy prices may further
accelerate the pace of the transition to a
lower-carbon economy and energy system

By far the most noteworthy impact in the energy market has
been on prices. Starkly showing the significance of this impact
was BP’s announcement in mid-June that it would be revising
down the value of its assets by up to $17.5bn8. Qil prices

have reached unprecedented lows, even moving into negative
territory. And we've seen year on year electricity prices trending
up to 30% down, however some recovery in prices has been
noted over recent weeks by market commentators and clients.

Many of the large investors in renewables projects are oil and
gas companies. Falling oil prices may negatively impact upon
their ability to finance new projects, although it remains to be
seen if this is a significant factor in the pace of renewables
deployment.

For projects in construction phase, where labour and supply are
paramount, we are hearing of some delays to operational dates.
We've seen financing processes for several projects which
started pre-crisis deferred, as owners and sponsors are not able
to obtain sufficiently attractive terms in the current markets.

Despite these disruptions and delays, Ireland does not seem to
be faltering on its commitment to achieving a net-zero economy
by 2050. More than 50 of the largest companies in Ireland
report significant progress in cutting their carbon footprint as
part of the Low Carbon Pledge, a collective commitment by

the private sector on climate action which is recognised in the
Government’s Climate Action Plan, with a PwC report noting
41% reduction in average emissions intensity in 2019.

H > The wider
benetits

Greater resilience to market
disruption among the
many benefits of accessing
sustainable finance

Entering into sustainable financing does offer a number
of wide-ranging advantages for borrowers, some of
which can mitigate issues surrounding large-scale
business interruptions like the COVID-19 pandemic,
including:

# providing greater resilience to market disruption

# strengthened reputation and building stronger,
values-based relationships with all stakeholders,
including their bank; and

@ gaining access to a wider diverse pool of investors
— those with an ESG focus. HSBC conducted a
Sustainable Financing & Investing Survey last year,
with 75% of issuers globally responding that ESG-
Linked loans are ‘very’ or ‘potentially’ interesting.

With these advantages in mind, we may see companies
looking to sustainable finance to shore themselves up
against future large-scale market disruptions.

8 https://www.gbm.hsbc.com/insights/sustainable-financing/sustainable-financ-
ing-and-investing-survey-2019


https://www.gbm.hsbc.com/insights/sustainable-financing/sustainable-financing-and-investing-survey-2019
https://www.gbm.hsbc.com/insights/sustainable-financing/sustainable-financing-and-investing-survey-2019
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H > Sustainable stimulus

Post-lockdown — an opportunity to embed green
and sustainable finance into stimulus measures

It is likely that a balance will be sought between the
immediate needs of recovery post-COVID-19 and the

urgent need to implement plans to combat climate change.
Which aspect is favoured in the short-term may depend
upon how rapidly and effectively countries are able to exit
their lockdown procedures, but we'll need to find a way to
address both post-COVID-19 recovery and the climate crisis.

There may be a longer-term opportunity to embed green and
sustainable finance into any potential stimulus measures
which could include low carbon and resilient infrastructure.
With Ireland firmly committed to Net Zero, the focus could
be on investing in sectors which contribute towards this
goal.

The new Programme for Government includes a mission
statement in favour of a “Green New Deal” committing
Ireland to a 7% per annum reduction in overall greenhouse
gas emissions from 2021 to 2030, which is a 51% reduction
over the decade with the 2050 target of achieving net-zero
emissions to be set in law by the Climate Action Bill within
the first 100 days. The deal also promises retrofitting of
500,000 homes by 2030 and also pledges an accelerated
electrification of the transport system, including electric
bikes, electric vehicles and electric public transport together
with a ban on new registrations of petrol and diesel cars
from 2030.

Much of the country have tried new ways of working
throughout lockdown, for example increased remote
working for some businesses and the increased use of video
conferencing for events, which if sustained could prove cost
effective and reduce travel and associated emissions.

Although too early to assess the longer-term socio-economic
implications, there are clearly some emerging themes
including:

# re-prioritisation of health and wellness

* Dbetter awareness of climate change challenges and the
need for a more sustainable economy

¢ emergence of new shared spaces and systems impacting
public transport and contact-free economy

* the importance of resilient supply chains

# increased awareness and demand for more managed
globalisation and inclusion of social responsibility.
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summary

Although public and corporate attention has undoubtedly
shifted to the pressing issues of COVID-19, it is clear that
sustainability remains a key area of focus and has moved
from ‘nice to have' to a critical element of corporate
decision-making. The Irish government shows no signs
of letting sustainability and net-zero carbon targets slip,
and businesses are feeling the benefits of setting a clear
sustainability strategy and aligning themselves with

ESG targets.

Sustainable finance is a gateway into developing projects
that support environmentally and socially sustainable
economic activity and growth, allowing a business to track
and monitor its progress towards set ESG targets and
advancing its sustainability ambitions. ESG and sustainability
not only remain important in these uncertain times, but may
in fact provide the edge needed for some businesses to
thrive above their competitors.

Green loans and Sustainability-Linked loans

Aside from bonds and trade finance, we have two key
propositions to support businesses to achieve their
sustainability ambitions: Green loans and Sustainability-
Linked loans (or, ESG-Linked loans).

The key difference is that Sustainability-Linked Loans look at
a company'’s overall sustainability strategy, whereas Green
Loans require the loan to be used for a project with clear
environmental benefits.

Some examples of HSBC eligible green loan projects include
renewable energy, green buildings, clean transport, and
development of eco-efficient products.

Examples of performance targets for ESG loans include
reducing emissions, improving the energy efficiency rating
of buildings, saving on water, and increasing the amount of
renewable energy used or generated.
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