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Disclaimer

The designations and the presentation of the materials used in this publication, including their respective cita-
tions, tables and bibliography, do not imply the expression of any opinion whatsoever on the part of the United
Nations concerning the legal status of any country, territory, city or area or of its authorities, or concerning the

delimitation of its frontiers or boundaries.

The views expressed in this publication are those of the author(s) and do not necessarily reflect the views or poli-
cies of the United Nations (UN) and the United Nations Development Programme (UNDP). The research team has
made its best effort to ensure the accuracy of the data and information included in this publication and assumes

no liability or responsibility for any consequence of their use.
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Foreword

With the 2030 Agenda for Sustainable Development,
the world committed to a new kind of growth -
one that is ecologically viable, while leaving no one
behind. Yet these vital promises to safeguard our
shared future can only be kept if they are adequate-
ly funded. As such, | am very pleased to present this
ground-breaking Technical Report on SDG Finance
Taxonomy (China) [2020 Edition], to guide and inform
future investments towards a more inclusive and sus-

tainable world.

The 17 Sustainable Development Goals covered by
the 2030 Agenda aim to end poverty, reduce inequal-
ity and protect the planet. Having been launched
in 2015, the world has only one decade left to meet
them. Governments face increasing urgency to step
up financing for the goals, while investors’enthusiasm
for aligning their strategies and businesses with the
SDGs has also grown — with clear branding and opera-

tional benefits to doing so.

However, challenges remain in the way that tradi-
tional financial instruments and markets were creat-
ed, with financial return the primary motivation. The
key to leveraging and effectively using business and
finance to advance the SDGs is to fundamentally (re)
align financial markets and systems behind them. This
calls for considering not only investment returns, but
how those returns are made. It also calls for delivering

for all stakeholders, not only shareholders.

As we recover from humanity’s worst crisis in genera-
tions — the Covid19 pandemic - this is more vital than
ever. Covid19 has exposed unequivocally the flaws in

our economic systems and consumption models that

leave too many in, or at risk of, poverty, making pan-
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demics even harder to fight. We must not return to
that “normal.” Rather, we must rise to a more resilient
normal - “building back better” through investments

that make our world stronger, together.

This Taxonomy is an important step in this direction,
offering an ambitious initiative for moving towards
a more integrated approach to defining eligible
SDG-enabling finance projects and assessing their de-
velopment impact. It is also the first Taxonomy with
a special focus on equal economic opportunities and
access to social services for vulnerable groups over
and beyond climate change adaptation and environ-
mental protection criteria that other international and

national taxonomies are already championing.

China is shifting towards growth that promotes high
quality development, accelerating the SDGs, and
making significant progress in innovation, as well as
fighting poverty and pollution. China has one of the
largest shares of SDG business opportunities and mar-
kets and plays an increasingly influential role in the
global arena. Consequently, we are testing this Taxon-

omy in China, first.

To realise sustainable development for all, collabora-
tion across stakeholders - including businesses and
policy-makers — will be critical. | thank the Internation-
al Center for Economic and Technical Exchange (CIC-
ETE) on behalf of the Ministry of Commerce of China,
for working with UNDP to convene a platform for poli-
cy research and promoting SDG-aligned finance since
2018, seeking inputs both within and outside China.
We believe that this Taxonomy aligns with China’s na-
tional priorities and global initiatives; harmonises Chi-

nese experiences and international best practices; as
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well as balances the sustainable development agenda

with market motivations.

| hope that these recommendations can catalyse di-
alogue and action across all actors to shift financing
towards long-term development that protects life
on earth, including against pandemics, by realising a
healthier ‘normal’ for our economy, our environment
and our most vulnerable people. We look forward to
working with our national counterparts, private sector

partners and all of society towards this.

Finally, we want to hear from you, the key players of
the financing ecosystem, on the applicability of this
Taxonomy, with the intention of you adopting it in
the future. | am hopeful that policy makers, compa-
nies and other stakeholders will be able to fully use
and benefit from it — prospering while protecting our
planet and its most vulnerable people, with returns for

generations to come.

Beate Trankmann

UNDP Resident Representative in China
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Foreword: Conduct In-depth Research
and Actively Promote SDG Impact

Financing

On 25 September 2015, the 193 member states of
the United Nations reached a consensus on the 2030
Agenda for sustainable development, which identi-
fied 17 Sustainable Development Goals (SDGs) in so-
cial, economic and environmental fields. Since then,
countries around the world have actively participated
in the implementation of the Agenda and realization
of SDGs, but the progress has not been satisfactory.
UN Secretary-General Antonio Guterres emphasized
that the implementation of the 2030 Agenda for sus-
tainable development is facing severe challenges and
risks, and the implementation of the SDGs is left be-
hind schedule and needs greater financial support.
According to IMF research, developing countries
have an annual funding gap of about $2.6 trillion for
SDGs in health, education, roads, electricity, water

and sanitation.

At the same time, the world’s financial markets are
awash with money looking for new investment areas
and opportunities. In recent years, driven by the con-
cept of “capital for good”, more and more investors
have increasingly focused on better combination of
social and environmental benefits with commercial
benefits. As a result, impact investment has emerged,
and many innovative explorations have achieved pos-
itive results. In particular, green finance has become a
very successful financial innovation mode of sustain-
able development in the field of environment, which
provides useful inspiration and reference for financ-

ing efforts to achieve other sustainable development

goals. How to lead the private sector to participate

and invest in the implementation of the Sustainable
Development Agenda is a challenging topic. It is badly
necessary to explore and develop appropriate invest-
ment products, evaluation indicators and manage-
ment tools to enhance investors’ confidence and en-
thusiasm for projects in the sustainable development
field.

As the largest development assistant agency of the
United Nations system, the United Nations Develop-
ment Program (UNDP) has been committed to inno-
vative development. UNDP actively advocates and
promotes the SDGs impact financing (SDG financing)
globally and has initially developed a series of meas-
urement indicators and operational tools. In order to
promote the SDG financing practical exploration in
China, the China International Center for Economic
and Technical Exchange (CICETE) and the UNDP Repre-
sentative Office in China set up a project of “Research
and Promotion SDG financing in China” at the end of
2018, aiming to create China’s SDG financing platform,
develop the corresponding standard system and the

evaluation tool.

We have invited industry leaders, well-known author-
ities and professionals of relevant fields to form the
Advisory Committee and Technical Committee of the
Project. With the joint efforts of the two committees
and the project team of UNDP and CICETE, the Tech-
nical Report on SDG Finance Taxonomy (China) [2020
Edition] is finally launched based on more than a year

of investigation, analysis and consultation. | hope that
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this seedling can blossom brightly to attract more
like-minded attention and participation for SDG fi-
nancing in China. And the project will further devel-
op evaluation indicators and rating system for differ-
ent sectors to provide reference and guidance for the

practice of SDG financing in China.

As the executing agency of UNDP’s project in China
authorized by the Chinese government, CICETE has
accumulated 36 years of professional experience in
the field of international development cooperation.
It has cooperated with UNDP for a long time to pro-
mote the development of microfinance and inclusive
finance in China and made positive contributions to
the poverty eradication in China. We believe that our
new cooperation on integrating the financial system
with the Sustainable Development Agenda will play
its due role in promoting the realization of the SDGs
and the two Centenary Goals of China, and the prac-
tice of New Development Concepts and the building
of a Community with a Shared Future for Mankind.
Take this opportunity, we sincerely thank the project
Advisory Committee and Technical Committee mem-
bers for their elaborate guidance and great effort on
research and development works. We highly appreci-
ate the work of relevant departments and personnel of
the Headquarters and the Asia-pacific bureau of UNDP
on specific and professional support, and the Depart-
ment of Trade and International Affairs of the Ministry
of Commerce on policy coordination and support. In

particular, we give full recognition to the effective ad-

ministrative support and organizational work of the
project team led by Mr. Bai Chengyu of CICETE and Dr.
Xu Qing of UNDP Representative Office in China.

Of course, as an exploratory work, this report is in-
evitable lacking in comprehensiveness and depth,
which needs to be tested in practice and improved.
We welcome constructive comments from all stake-
holders and hope to take this as a start to continuously
strengthen cooperation with relevant parties, so that

SDG financing can take root and thrive in China.

£.

.ﬂ

ZhangYi

Deputy Director-General

China International Center for Economic

and Technical Exchanges, Ministry of Commerce
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Foreword: Shaping A New Business
Culture for Sustainable Development

At the beginning of 2020, the pandemic of COVID-19
poses unprecedented challenges to humanity. At-
tempts to control the pandemic brought economic ac-
tivities to a halt and globalization as we know it seems
to be changing. Looking back, the frequent outbreaks
of diseases in recent years seem to be closely related
to intensified global warming. However, with these
grave challenges come great opportunities that call
for new models of sustainable development. In this
sense, this SDG Finance Taxonomy (China) [2020 Edition]
and its Technical Report come at an opportune moment,
guiding the transition of development patterns through

sustainable development finance.

The idea of sustainable development came to exist-
ence amid the environmental crises and social chal-
lenges resulting from the rapidly growing productiv-
ity since the industrial revolution. In 1987, the Report
of the World Commission on Environment and Devel-
opment: Our Common Future defined sustainable de-
velopment as to meet “the needs of the present with-
out compromising the ability of future generations
to meet their own needs”, which would later become
the most widely recognized definition of sustainable
development. Sustainable development demands a
balance between needs and limits, underpinned by
three pillars: economic growth, social inclusion, and
ecological protection. In 2015, 193 member states of
the United Nations General Assembly adopted the
2030 Agenda for Sustainable Development, which
comprises 17 Sustainable Development Goals (SDGs)
and 169 targets, including no poverty, zero hunger,

good health and well-being. As a follow-up response,

China adopted its National Plan on Implementation

of the 2030 Agenda for Sustainable Development in
September 2016, laying out specific plans for the im-
plementation of the 17 SDGs and its 169 targets.

The SDGs aim to measure development in terms
of economy, society, and environment, outlining a
grand blueprint for the global transition toward sus-
tainable development. However, looking back at the
past four years, the achievement of the SDGs has
been stymied by inadequate financial input. Accord-
ing to the United Nations Conference on Trade and
Development (UNCTAD), it is estimated that US$5
to 7 trillion is needed per year to achieve the SDGs
globally. For developing countries, the input needed
annually is estimated to range between US$3.4 to 4.5
trillion while the public financing of these countries
can only provide US$1.4 trillion, leaving a finance
gap of US$2.5 trillion per year. Recognizing this gap,
the United Nations Secretary-General’s Roadmap for
Financing the 2030 Agenda for Sustainable Develop-
ment 2019-2021 was published in September 2019,
followed by a series of measures to promote sustaina-
ble development finance. Shortly after the Roadmap,
the UN also launched the Global Investors for Sustain-
able Development Alliance in October 2019 with vari-
ous measures to facilitate the scale-up of finance and
investment for sustainable development. In response
to this global effort, China Alliance of Social Value
Investment published its A-share Listed Companies
Sustainable Development Value Assessment Report
in November 2019. The report interprets Sustainable
Development Finance through the Chinese under-
standing of doing well and doing good, and defines it

as financial services that can create a comprehensive
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economic, social, and environmental impact to drive

global sustainable development.

In the face of the COVID-19 pandemic, the need to
achieving the SDGs cannot be more urgent and pro-
nounced. Sustainable development finance will be
an important impetus to that end. Thus, | am very
pleased to present to you the Taxonomy, which fills
a gap in sustainable development finance by provid-
ing systematic views, clear directions, and practical
guidance for stakeholders from different sectors to
engage in investment and financing for sustainable
development. Aligned with the idea of sustainable
development, the Taxonomy highlights that invest-
ment and financing decisions should go beyond the
simple consideration of economic returns and take
into account theirimpact on the economic, social, and
environmental pillars of sustainable development.
Based on the SDGs, the Taxonomy identifies six are-
as with business opportunities to balance profits and
purpose. It also provides specific guidelines for finan-
cial institutions to set the Aim, plan for the Approach,
and measure the Action of sustainable development
finance. The Taxonomy enables us to change the usu-
al development pattern of “solutions after problems”
and avoid problems by integrating economic, social,
and environmental considerations into each invest-

ment and financing activity.

In consideration of the significant value of this Taxon-
omy, | would like to thank all parties involved in this
process, including the United Nations Development
Programme and China International Center for Eco-
nomic and Technical Exchanges for their close collab-
oration, the Advisory Committee and the Technical
Committee for their insightful guidance, and all the
experts for their invaluable input. Without their ef-
forts and unremitting pursuit, it would not have been

possible to develop a Taxonomy that aims at boosting

the growth of SDG financing.

As a preliminary exploration, the Taxonomy has its
limitations and awaits the test of the market. Never-
theless, the value of its guidance is clear. The Taxon-
omy provides financial institutions, industry organi-
zations, and researchers with practical tools for SDG
financing activities. In addition, a strong commitment
to continuous improvement is reflected throughout
the Technical Report. Following market practice and
feedback, further improvement of the Taxonomy is
sure to come. To that end, | encourage all stakeholders
to address sustainable development challenges using
the financial measures, as proposed by the Taxonomy.
Your action will be indispensable as a contribution to
implementing the SDGs. Now is the time for humanity
to reflect on ourselves and commit to a new business

culture for sustainable development.

Ma Weihua

Chairman

China Alliance of Social Value Investment
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Financing the SDGs requires increasing the role of financial
markets across the globe. Making these markets work effi-
ciently, in turn, requires clear standards on what projects
support the SDGs. This principle is, in particular, true since
85% of the financing needed to meet the SDGs must come
from the private sector. This Technical Report on the SDG
finance taxonomy (China) [2020 Edition] provides a defi-
nite contribution towards this issue by formulating a tax-
onomy of projects which support the SDGs throughout

economic sectors.

As the concept of sustainable finance has been gaining
momentum globally over the last few years, the toolbox of
labeled sustainable finance products has proliferated. This
trend spans from bonds, loans, indexes, funds etc. that ad-
dress green, social, gender or water issues or sustainability
in general. While this has added depth and sophistication to
sustainable finance, the risk is that this increasing complex-
ity can reduce clarity and efficiency. Without adding even
further complexity and while not re-inventing the wheel,
this report and taxonomy aims to be compatible and com-
parable with existing standards. Instead, it provides a broad
and clear framework that stakeholders can use for a multi-

tude of financial products covering the SDGs as a whole.

In particular, since 2016, China has played an essential rolein
expanding sustainable finance efforts in China and globally.
This role includes the field of sustainable finance standards,
where China has pioneered mandatory green bond stand-
ards, a green credit standard, and a green industry catalog.
Furthermore, China will be launching a climate finance
standard under the Ministry of Ecology and Environment
in the near future. Together with the taxonomy launched in
this report, Chinese standards will soon cover environmen-

tal protection, climate change, and the SDGs.

While this report and taxonomy is rooted in the Chinese

For Sustainable Development
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context, the goal is to support the development of a global
SDG standard. This objective is required not just as SDG fi-
nance flows in and out of China are increasing, but because
financial markets across the world must work together co-
herently to provide the financing needed to meet the SDGs.
Consequently, it is the hope that this report will feed into
SDG finance discussions across the globe to improve the
taxonomy for both Chinese and global purposes. From this
logic, the SDG Finance Taxonomy must remain a continu-
ous work in progress based on a multi-stakeholder dialogue
in China and internationally. With the convening power of
UNDP and the support from the International Center for
Economic and Technical Exchange of the Chinese Ministry
of Commerce, we are excited to turn the SDG Finance Tax-
onomy into practice in China and internationally, while con-

tinuing to develop and refine the taxonomy itself.

Representing the International Institute of Green Finance
as technical lead and as co-author with UNDP on this work
on the SDG Finance Taxonomy;, | look forward to working
together with stakeholders in China and across the globe
to continuously refine and improve this and other sustain-
able finance standards. Only by this principle of working
together across borders can we successfully meet the task
of financing the SDGs.

¢

Wang Yao

Director General

International Institute of Green Finance,

Central University of Finance and Economics
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Executive Summary

About the Taxonomy and Its Audience: The Sustain-
able Development Goals (SDGs) Finance Taxonomy
(China) [2020 Edition] (hereinafter also referred to as
the Taxonomy) is the first project classification system
with impact assessment and reporting criteria that al-
lows investors and project developers to clearly iden-
tify SDG enabling projects. It has a special focus on
closing the gap of access to socioeconomic empow-
erment and advancing vulnerable groups, beyond
climate change mitigation, adaptation and environ-
mental protection. While the Taxonomy is developed
specifically for China’s context, it is adaptable interna-

tionally to accelerate sustainable development.

About the Taxonomy

The SDGs are a global pledge to end to poverty, reduce inequality
and protect our planet for future generations, by the year 2030.
This calls for unprecedented investments and cooperation across
all of society - including governments, communities, civil society
and the private sector. This is already changing “business as usual,” by
putting the SDGs at the centre of how business is done. To sup-
port this, the SDG Finance Taxonomy (China) offers a classification
system with impact assessment and reporting criteria for finance
and investment activities that can make a substantial contribution

to at least one SDG, while avoiding significant harm to the others.

The Taxonomy is based on Chinese and international best practic-
es and experiences. It responds to both China’s development sce-
nario and the global development context, making it as relevant

and widely applicable as possible.

The adoption of the Taxonomy enables users to navigate sustaina-
ble project finance by providing concrete, practical proposals and

thresholds for SDG-aligned projects. It also provides impact meas-

@ https://sdgimpact.undp.org/.
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urement frameworks to inform and drive impact performance.

The Taxonomy complements United Nations Development Pro-
gramme (UNDP) SDG Impact®. With the vision to have all capital
flow advance the SDGs, the SDG Impact focuses on eliminating
barriers and driving integrity for SDG-enabling investments at
scale. While the SDG Impact provides practice standards, e.g. for
fund managers and certification, the Taxonomy provides concrete
project categories and impact assessment indicators for public

and private investors, as well as the wider business community.

The Taxonomy is further aligned with existing sustainability and
impact principles, such as: the Social Bond Principles of the In-
ternational Capital Market Association (ICMA); the UN-supported
Principles for Responsible Investment (PRI); the Global Reporting
Initiative (GRI); the International Finance Corporation (IFC) oper-
ating principles for impact investment; the EU Taxonomy for sus-
tainable activities; and the Global Impact Investing Network (GIIN)

Characteristics of Impact Investors.

The Taxonomy was developed as a public good to accelerate cap-
ital flows that advance the SDGs. It was co-created by Chinese
national and international experts from various areas, including
industry, finance, social development and research. In the first
phase, the goal is for voluntary adoption of the Taxonomy in China
and its international adaptation, with increasing regulatory sup-

port for standardised reporting and national statistical systems.

Who Should Adopt the Taxonomy

The Taxonomy responds to the needs of new and existing actors
in finance and investments with a positive impact for people and
the planet, enabling the SDGs to be achieved. The Taxonomy is in-

tended to be valuable and useful to:

Policy makers include different levels of governments intending

to concentrate on industries and areas aligned with both national
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development strategies as well as international development in-
itiatives, and to mobilize and channeling funding to sustainable

development by adjusted supporting policies.

Financial institutions including commercial banks, investment
banks, development finance institutions providing finance
through loans, credit, bonds, equity and other financial instru-

ments to project developers aligned with the SDGs.

Businesses include corporates interested in making targeted
and quantitative contribution to SDGs by understanding the im-
pact management and measurement framework of SDG impact
projects and incorporating the framework into their production

processes.

Industry bodies and communities seeking to promote credible,
consistent and comparable language of SDG-enabling finance
and investment activities; to ensure voices of people are heard and
issues affecting people and the planet are fairly represented; to
strengthen confidence in SDG-alignment finance markets by pro-

moting impact integrity, transparency and accountability.

Analysts, advisers, research houses and media that are interest-
ed in assessing the SDG impact of finance and investment activi-
ties, and mainstreaming guidance on their impact measurement

and management.

This report and the SDG Finance Taxonomy are based on extensive
stakeholder consultations in 2019 and 2020. It is a broadly agreed
framework with concrete application guidance. With growing
public awareness, practice experiences, global developments and
specific local requirements for sustainable development finance,
we foresee that the SDG Finance Taxonomy will be a continuously

evolving framework.

In the next steps, UNDP will therefore support two concrete pro-

cesses for the application and further development of the SDG

Finance Taxonomy:

= UNDP will assist a pilot application of the SDG
Finance Taxonomy in China to learn about its appli-

cability, usability and relevance in practice.

- UNDP will invite all concerned public audiences,
particularly those from other emerging economies,
to provide feedback on the proposed SDG-aligned

activities and usability of the proposed taxonomy.

UNDP’s technical working group will analyse and assess the re-
sponses and advise on how to take the feedback forward. The Tax-
onomy’s further development will take recommendations on the
need to adjust and complement work on a forward-looking SDG
Finance Taxonomy. We also plan to develop further localised guid-

ance on its implementation and use.

How to Read the Report

This Technical Report describes the SDG Finance Taxonomy, its
background and origins, as well as how it should be used. Firstly,
the report explains the relevance of the SDGs to drive the glob-
al sustainable development agenda. It then highlights business
and investment opportunities for activities aligned with them and
provides financing strategies that allow investors to benefit from
the growing SDG-enabling market. The Report then describes the
development process of the SDG Finance Taxonomy convened by
UNDP and driven by a Technical Working Group with extensive
stakeholder consultations, involving numerous national and in-
ternational experts from many industries. Most importantly, this
report describes the Taxonomy itself, as well as its application to

accelerate finance for sustainable development.
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1. Background - the Vision of Global
Development Agenda

The SDGs offer the most ambitious, globally agreed
framework on sustainable development to date. Com-
prising 17 goals, they require unprecedented levels of
partnership with and within the private sector. Finan-
cial systems must also prioritize the SDGs in order for
the world to achieve them, by increasing the volume,

effectiveness and efficiency of capital supporting sus-

tainable development.

1.1 Sustainable Development Goals (SDGs)

The SDGs are the blueprint to achieving a better and more sus-
tainable future for all. They represent a universal call to promote
economic growth, while ending poverty in all its forms, protect-
ing the planet and leaving no one behind®. The SDGs are at the
core of the 2030 Agenda for Sustainable Development and were
adopted by 193 countries of the United Nations General Assem-
bly at the United Nations Sustainable Development Summit in

September 2015.

The SDGs significantly expand the scale and targets of previous
sustainable development frameworks, marking the most ambi-
tious agenda in human history. They carry on the goals of their
predecessor, the Millennium Development Goals (MDGs), which
galvanised a global campaign along eight goals to reduce ex-

treme poverty in its various dimensions by 2015.2

Recognizing that many global sustainability challenges have yet
to be solved, the 17 SDGs emphasise the interconnectedness be-

tween all sustainable development goals. They affirm that today’s

@ https://www.un.org/sustainabledevelopment/development-agenda/.
@ https://www.undp.org/content/undp/en/home/sdgoverview/mdg_goals.html.

® https://www.undp.org/content/undp/en/home/librarypage/mdg/building-the-post-2015-development-agenda.html.
@ https://unfccc.int/process-and-meetings/the-paris-agreement/what-is-the-paris-agreement.

® https://www.un.org/sustainabledevelopment/.

development challenges must be dealt with through a broad and
integrated concept involving all stakeholders and partners. They
highlight that promoting effective, multi-stakeholder engage-
ment and cooperation at all levels of jurisdictions and from all
communities they serve are important vehicles for directing re-
sources to achieve the Goals.? This also require an unprecedented

level of partnership with and between the private sector.

To further strengthen and specify the goals on protecting the
planet, the landmark agreement on climate change - the Paris
Agreement - was reached on 12 December 2015, calling for accel-
erated actions and investments for a low-carbon future®. The Par-
is Agreement and 2030 Agenda are highly compatible: The 2030
Agenda recognises that economic growth must go hand-in-hand
with poverty reduction and environmental protection,® while the
Paris Agreement boosts impetus for realising the SDGs on water,

energy, cities, infrastructure, climate and land.

NO
POVERTY

NO POVERTY:

No poverty in all its forms everywhere

IERD
HUNGER
ZERO HUNGER:

‘(( End hunger, achieve food security and improved

' nutrition and promote sustainable agriculture

GOODHEALTH

AND WELL-BEING

GOOD HEALTH AND WELL-BEING:

Ensure healthy lives and promote well-being for all
at all ages

nfe
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1. Background - the Vision of Global Development Agenda

QUALITY EDUCATION:

Ensure inclusive and equitable quality education
and promote lifelong learning opportunities for all

GENDER EQUALITY:

Achieve gender equality and empower all women
and girls

CLEAN WATER AND SANITATION:

Ensure availability and sustainable management of
water and sanitation for all

AFFORDABLE AND CLEAN ENERGY:

Ensure access to affordable, reliable, sustainable and
modern energy for all

1

1

SUSTAINABLE CITIE
AND COMMUNITIES

Alids

RESPONSIBLE
CGONSUMPTION

AND PRODUCTION

@)

13

CLIMATE
ACTION

1

LIFE
BELOW WATER

SUSTAINABLE CITIES AND COMMUNITIES:

Make cities and human settlements inclusive, safe,
resilient and sustainable

RESPONSIBLE CONSUMPTION AND
PRODUCTION:

Ensure sustainable consumption and production
patterns

CLIMATE ACTION:

Take urgent action to combat climate change and its
impacts

LIFE BELOW WATER:

Conserve and sustainably use the oceans, seas and
marine resources for sustainable development

DECENT WORK AND
ECONOMIC GROWTH

o

LIFE ON LAND:

Protect, restore and promote sustainable use of
terrestrial ecosystems, sustainably manage forests,
combat desertification, and halt and reverse land
degradation and halt biodiversity loss

DECENT WORK AND ECONOMIC GROWTH:
Promote sustained, inclusive and sustainable
economic growth, full and productive employment
and decent work for all

INDUSTRY, INNOVATION

ANDINFRASTRUCGTURE 16 PEAGE, JUSTICE

P SiioNe PEACE, JUSTICE AND STRONG INSTITUTIONS:

INSTIIUTIE]!IS Promote peaceful and inclusive societies for
v sustainable development, provide access to justice

: : institutions at all levels

INDUSTRY, INNOVATION AND
INFRASTRUCTURE:

Build resilient infrastructure, promote inclusive and

. . . . . for all and build effective, accountable and inclusive
sustainable industrialisation and foster innovation

1 PARTNERSHIPS

1 REDUCED
FORTHE GOALS

INEQUALITIES
a REDUCED INEQUALITIES:

(=)

A 4

PARTNERSHIPS FOR THE GOALS:

Strengthen the means of implementation and revitalise

Reduce inequality within and among countries A )
the global partnership for sustainable development

Figure 1 United Nations Sustainable Development Goals”

1.2 The Challenges of Financing the SDGs

Achieving the SDGs requires closing an estimated US$2.5 trillion to US$3 trillion funding gap per year in developing countries alone?.
Therefore, financing these goals is one of the biggest challenges to meeting them. This includes difficulties in mobilizing finance and in

helping to steer finance into projects contributing to sustainable development. While global GDP (or GWP, gross world product) and global

@ https://www.un.org/sustainabledevelopment/sustainable-development-goals/.
@ UNCTAD. World Investment Report [R]. 2014.




Technical Report on SDG Finance Taxonomy (China) [2020 Edition]

gross private sector financial assets are estimated at over US$80
trillion™ and US$200 trillion, respectively?, the need for effective,
efficient use of financing, supported by financial markets and sys-

tems that prioritise the SDGs, is crucial to meeting them®.

The Addis Ababa Action Agenda, adopted in 2015 at the third
International Conference on Financing for Development, aims to
address the problem by providing a new global framework for fi-
nancing sustainable development. It seeks to align financing flows
and policies with economic, social and environmental priorities®.
It “supports, complements, and helps contextualise the 2030

Agenda’s means of implementation”®

Yet, after five years of implementing the 2030 Agenda, multi-
ple bottlenecks in financing sustainable development remain,

including:

- Limited awareness among average investors, hin-

dering their participation;

- Misaligned incentives discouraging investments
from being effectively channelled towards sustain-

able development at the required scale and speed;

- A large amount of capital still flowing into sectors
causing heavy pollution and exploitation for un-

sustainable, short-term profits;

- A lack of unified definitions and tools to identify
and screen SDG supportive projects, leading to
difficulties for juggling between the investment
needs of private capital and actual social impact

realised;

- A lack of common standards for impact measure-

ments and rigorous frameworks for impact disclo-

sure.©
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In this context, the UN Secretary-General released the Strategy
for Financing the 2030 Agenda for Sustainable Development
in September 2018, designed to transform financial systems at
global and country levels in support of the 2030 Agenda. It aims to
address barriers constraining finance towards sustainable devel-
opment, and to leverage opportunities to increase investments in

the SDGs at scale.

One challenge to financing the SDGs is the lack of a coherent cat-
egorisation for investing in SDG-enabling businesses. Accordingly,
UNDP China, accompanying UNDP’s Global Flagship Initiative on
Financing for the SDGs, convened a dialogue platform for mul-
ti-stakeholder collaboration and contributions, to develop the
SDG Finance Taxonomy (China) [2020 Edition], hereinafter also re-

ferred to as the Taxonomy.

@ World Bank. Environmental and Social Impact Assessments (English)[Z/OL]. (2018-3). http://documents.worldbank.org/curated/en/843201521089993123/pd-
/124289-BRI-PUBLIC-KN14.pdf.

@ Allianz. Global Wealth Report 2019[R]. 2019.
®  https://www.undp.org/content/undp/en/home/2030-agenda-for-sustainable-development/partnerships/sdg-finance--private-sector.html.
@ https://sustainabledevelopment.un.org/index.php?page=view&type=400&nr=2051&menu=35.

® https://sustainabledevelopment.un.org/post2015/transformingourworld.
® World Bank. The Landscape for Institutional Investing In 2018[R].2018.
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2. The Business Opportunities of
SDG-aligned Investments

Aligning business with the SDGs can unlock mul-
ti-billion USD market opportunities. Investments that
support sustainable development have the potential
to reach all types of communities, including those al-
ready left behind.

Working towards and funding the SDGs present both an invest-
ment need and an investment opportunity. While public financi-
ers have often been the bedrock of SDG finance, private financial
markets and investors are increasingly responding positively to

development challenges by demanding and claiming a stronger

Reduced operating cost:

88% of studies show that good ESG practices result in bet-
ter operational performance.® For example, by implement-
ing environmental and energy efficiency programs or by
improving stakeholder relations. Furthermore, companies
aligned with the SDGs also reduce operating costs for HR
by succeeding in attracting and keeping employees, as
younger generations in particular value responsible and in-

clusive business practices, while sustainability performance

integration of the SDGs in investment decisions. Private market is emerging as an important factor in the “war for talent”®

commitments are supported by increasing evidence that investing

in the SDGs makes economic sense on four levels:

Increased revenues: q
_ Reduced financing costs:

Consumers actively chose to purchase twice as much from 90% of 200 studies conclude that good ESG standards low-

companies that are considered climate-friendly over those X . .
P y er the cost of capital.® Also, green bonds listed in the Bar-

@ . .
that are not.” A third of consumers are choosing to buy clays MSCI Global Green Bond Index have outperformed

from brands based on their environmental and social impact HIeEloomberglBarc iy GloballAGores Endex yarotl

L 12 EEENARS L 8 CnEiplie el e Glelel el Gslies of 2.37% since 2013, making financing for green projects

mies. Business opportunities for brands that make sustainabil- ®
on average cheaper.

ity credentials clear are estimated to be worth €966 billion.?

@ Templeman, Reid, and Deutsche Bank 2019 we programmed our artificial intelligence platform, a-DIG, to map company stock prices after reading the five mil-
lion pages of company announcements released by the 1,600 MSCI World companies over the last two decades, along with every Dow Jones news article written
over the period (something that would take a human over a century to complete!

@ Report shows a third of consumers prefer sustainable brands. Unilever [EB/OL]. (2017-5-1). https://www.unilever.com/news/press-releases/2017/report-shows-
a-third-of-consumers-prefer-sustainable-brands.html.

® WhelanT, Fink C. The Comprehensive Business Case for Sustainability [EB/OL]. (2016-10-21). https://hbr.org/2016/10/the-comprehensive-business-case-for-sus-
tainability.

@ Business and Sustainable Development Commission. Better Business, Better World [R]. 2017.

® WhelanT, Fink C. The Comprehensive Business Case for Sustainability [EB/OL]. (2016-10-21). https://hbr.org/2016/10/the-comprehensive-business-case-for-sus-
tainability.

® Scheck D. Green is healthy. Also for bonds in the portfolio [EB/OL]. (2018-10-18). https://www.credit-suisse.com/ch/en/articles/asset-management/green-is-
healthy-also-for-bonds-in-the-portfolio-lu-201810.html.
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Higher valuation: 11, 15, etc.) including water, agriculture, telecom-

munications, energy, transport, buildings, industri-

al and forestry sectors: US$5 to US$7 trillion. De-

80% of studies show that stock price performance is pos- veloping countries make up almost US$4 trillion of
itively correlated with good sustainability practices.” For this, versus the US$1.4 trillion in investments cur-
example, companies that are the subject of positive cli- rently provided. ?

mate change news, and make positive announcements, - Gender equality, particularly female economic
b

have seen their stock outperform the MSCI World Index -
empowerment (SDG 5): up to US$28 trillion would

by 0.8 percentage points per year, which is an outper-
yEEP 9P pery P be added to global GDP by 2025®.

formance of 15 per cent proportionally.?

- Climate change mitigation and adaptation (SDG

13): US$23 trillion in emerging markets alone.?
Many investors have recognised this opportunity, developing re-
sponsible investment strategies and investing in sustainable asset

classes.®’ The green bond market alone increased from virtually The Business and Sustainable Development Commission (BSD-

zero in 2010, to over US$200 billion in 2019.% C)”(see Table 1) identifies business opportunities for delivering

the SDGs in 60 market “hot-spots” of food and agriculture, cities,

A host of public and private institutions, e.g. the World Bank and energy and materials, as well as health and well-being. The esti-

McKinsey, have provided estimates on investment needs for the mated value of these sustainability hotspots is around US$12

. . B
SDGs in various sectors, for example: trillion in business savings and revenues, worth around 10% of

forecasted global GDP by 2030 and creating 380 million jobs.”

- Eradicating poverty (SDG 1) (measured as increas- It is therefore no understatement to say that “the SDGs provide a
ing the income of all people to at least US$1.90 per historic moment for companies to take society’s challenges and
day): US$66 billion per year®. leverage them as opportunities to enhance business growth and

long-term competitiveness”®

- Sustainable infrastructure (related to SDG 2, 6, 7, 9,

@ WhelanT, Fink C. The Comprehensive Business Case for Sustainability [EB/OL]. (2016-10-21). https://hbr.org/2016/10/the-comprehensive-business-case-for-sus-
tainability.

@ Templeman, Reid, and Deutsche Bank 2019. We programmed our artificial intelligence platform, a-DIG, to map company stock prices after reading the five mil-
lion pages of company announcements released by the 1,600 MSCI World companies over the last two decades, along with every Dow Jones news article written
over the period (something that would take a human over a century to complete!

® Global Sustainable Investment Alliance. 2018 Global Sustainable Investment Review[R]. 2018. Major markets are Europe, United States, Japan, Canada, Austral-
ia/New Zealand. Note: environmental, social and governance (ESG) related portfolios are mainly about ownership transfer rather than direct investment in the real
economy.

@ The Climate Bonds Initiative at https://www.climatebonds.net.

® Quantifying future investment needs and opportunities for the SDGs requires making various assumptions on the macroeconomic and policy environment, the
shape of national and international trade policies, advances in technology as well as access and capacity to use that technology, the predicted impacts of shocks,
stresses and climate change, and also the extent to which investments in one area have spillovers in terms of co-benefits or damages in other areas have to be
made. These estimates also have to factor in potential risks and costs of inaction (or of delaying action) to work towards the SDGs. For example, delaying investing
in climate change mitigation may significantly increase the cost of development longer-term. (Financing the 2030 Agenda, UNDP, 2018)

® UNDP. Financing the 2030 Agenda[EB/OL]. (2018-1-26). https://www.undp.org/content/undp/en/home/librarypage/poverty-reduction/2030-agenda/financ-
ing-the-2030-agenda.html.

@ Ibid.

McKinsey Global Institute. The Power of Parity[R/OL]. (2015-9-1). https://www.mckinsey.com/featured-insights/employment-and-growth/how-advancing-wom-
ens-equality-can-add-12-trillion-to-global-growth.

© https://www.ifc.org/wps/wecm/connect/news_ext_content/ifc_external_corporate_site/news+and-+events/news/new-tifc+report+points+to+%2423+tril-
lion+of+climate-smart+investment+opportunities+in+emerging+markets+by+2030.

The BSDC, launched in January 2016, aims to map the economic prize that could be available to business if the SDGs are achieved and report on how business
can contribute to delivering these goals.

@ Business and Sustainable Development Commission. Better Business, Better World BSDC [R/OL]. (2017). http://report.businesscommission.org/uploads/Better-
Biz-BetterWorld_170215_012417.pdf.

@ Global EY. Why Sustainable Development Goals Should Be in Your Business Plan[EB/OL]. (2017-3-9). http://www.ey.com/en_kw/assurance/why-sustainable-de-
velopment-goals-should-be-in-your-business-plan.
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3. Financing SDG-enabling Projects

countries, donating to multilateral and bilateral

Project developers and investors have a variety of pos- o . ) )
) P yorp institutions, direct donations to other countries,

sibilities to finance sustainable projects. In particular,
government-to-government loans, etc.)

blended finance allows them to mobilize private cap- - Policy banks (e.g. development finance institutions

ital into projects that would otherwise not attract pri- ) )
through concessional or commercial loans, bonds,

vate-sector partners. -
P equity investments, etc.)
- Private investors (e.g. through diversified finan-

3.1 Sources of Finance and Financial cial instruments such as credit, bonds, insurance,

Instruments

funds, trusts)

. . L . - Charities (e.g. through donations)
Investments in projects contributing to the SDGs requires care-

) ) - Broad public (e.g. through crowdfunding, invest-
fully choosing from a plethora of sources of finance and applying

) o ) ing in bond markets, investing in stock markets,
suitable financial instruments. Sources of finance for SDG-aligned

etc)
investment can be broadly divided into five groups:

. . Financial instruments to raise capital or invest capital can gener-
- National governments (e.g. public finance through

o ) ) ally be divided into cash or derivative instruments, where cash-in-
fiscal appropriation, direct government invest-

) . struments are the more commonly used. Table 2 shows a selection
ment, purchasing the national debt of other

of some of the most relevant financial instruments for the SDGs®.

Example Application and description Special forms of instrument relevant to the SDGs

Used when a borrower requires a fixed amount of money, mostly from  Green loan, impact-linked loans (where the interest rate

Loan a commercial bank depends on the impact performance)
Credit Used whgn the borrower requires a more flexible credit e.g. from a Green credit, social credit, impact-linked credit
commercial bank
Used often when the borrower (issuer of the bond) needs a large
Fom many mvestors The bond s e return o estors (cou- | G1een bonds, blue bonds, socialimpact bonds,samic
Bond Y ’ bonds, diaspora bonds, transition bonds, impact-linked

pon) and a usually fixed repayment date. The investors can often buy
and sell these bonds again on the market without affecting the issuer
of the bond

bonds

Often used to raise money for a company or project (e.g. through
special purpose vehicles or SPVs), where investor(s) take ownership
Equity in the company/SPV. Equity usually does not have a fixed return nora  Impact finance, crowdfunding
fixed repayment date. Equity can be tradable (e.g. company stock on
stock markets), but also non-tradable (e.g. private equity)

Used to pool assets (e.g. equity, bonds) to reduce risk of any single

Funds
asset

Impact funds, crowdfunding, development funds

Integration of smart contracting (e.g. impact requirement)
and covenants for the disbursement of funds and the
repayment of investments

Using digital currencies and contracts with the possibility to integrate

Crypto-based investment a variety of fund-raising and fund-management functions

Table 2 Financial Instruments for SDG Finance

@ Many more specific financial instruments are available, such as guarantees, leases, trust plans, notes etc.
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3. Financing SDG-enabling Projects

To finance an SDG-aligned project, there is no single “right” financial instrument. Rather, the choice depends on a number of variables, in-
cluding the risk of the project, the risk appetite of investors, the availability of finance based on maturity of the market (e.g. the maturity of

financial markets in emerging markets tends to be lower than in developed markets), market risks, etc.

Figure 2 shows, for example, how different sustainable transport projects would generate different returns — from
negative returns to possibly highly positive returns with high risk. Accordingly, it shows how different types of

projects can be funded through different types of finance.

Freight
® Shift to rail ® Electric mobility ® Bigdatause
R based urban (charging stations,-
|§ freight vehicles)
® Shared ® Autonmous ® Shared transpor-
logistics packing tation mobility
facilities
Passenger
® Bicycle lanes ® Public transport ® Shared bicycles ® Ride hailing

-
y 4 ® Shared bicycles
® Shared riding
® Pedestrian ® Shared ® Electric mobility ® Autonomous
zones bicycles (charging vehicles

stations,vehicles)

Governance/ planning

® Public roads ® Parking
* City planning;- infrastructure
zoning e Traffic demand
o Traffic management
planning (e.g.congestion
charging)
Public finance grants Blended finance Debt, Equity finance Private equity
4 1 )
A | 1 14
Negative ( direct ) returns 0% Positive returns Risk / return

Figure2 Financing options with the example of sustainable transport (Source: Author)
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3.2 Blended Finance to mobilise private

investor participation

Some projects that contribute to sustainable development might
not have sufficiently high financial returns to attract private in-
vestors. Yet, as discussed above, without private investment, mo-
bilizing enough finance for sustainable development would be
impossible. One instrument that has been applied for decades to
overcome this issue is “blended finance”. According to the OECD,
“blended finance is the strategic use of development finance for
the mobilization of additional finance towards sustainable devel-
opment in developing countries.” In other words, blended finance
is a way of structuring financial deals by mixing “concessionary
finance” and finance at market rates - where this mix allows in-
vesting in projects with low or even negative financial returns (see
Figure 3). Concessionary finance can be given by organizations
who require a lower monetary return (e.g. policy banks, develop-
ment banks) or even zero monetary return (e.g. donations, grants);

private money will be raised through different market channels
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(e.g. commercial institutions, private investors). An example is the
Shandong Green Development Fund, which blends capital with a
ratio of 45% from development finance institutions (e.g. ADB, KfW
development bank, French Development Agency, Green Climate
Fund) and 55% from mostly Chinese private investors. It provides
concessionary finance to transformational projects, while pro-
viding financing at regular rates for “advanced” projects, and be-

low-market financing for “good practice” projects.”

Figure 3 shows an example: a project that requires
100000 investments and has a negative return of 1%.
After one year of project operation, it has therefore
lost 1000 and can only pay out 99000. If using blended
finance, this project could attract private investors. The
project receives a donation of 5000, gets concession-
ary financing from development banks (50000 with an
expected return of 2%) and attracts private investors
(45000 with an expected return of 6%).

e —

Investment project Blended finance Payout
Investment :
Investment need : 45000
100000 Required 47700
return :
Development bank 6%
Investment : Total
; 50000 payollt
eturn : 98700
-1% Required 51000
return : 3
Expected payout :
99000 Donation : ﬂ No Payout

Figure 3 Example of blended finance (Source: Author)

@ Blended finance is an instrument to structure finance when investing in a project, not a justification for underperformance of projects with the potential for
governments to subsidise failing projects during their implementation.
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4. Rationale and Development Process of
the SDG Finance Taxonomy

The SDG Finance Taxonomy helps to identify eligible
projects in a variety of industries that contribute to
sustainable development, while giving guidance on
reporting their contribution towards a better society.
The aim of the Taxonomy was to develop and apply a
rigorous and transparent process for encouraging and
tracking sustainable investments, involving multiple
stakeholders - public and private - who were widely

consulted.

4.1 Rationale of building an SDG Finance

Taxonomy

Globally and for many years, efforts have been underway to steer
finance into sustainable development aligned businesses and im-

prove transparency in the market. Particular progress has been

made in green finance, such as efforts to steer investments into
projects aligned with pollution reduction, GHG emissions reduc-
tion (low-carbon finance), biodiversity protection (biodiversity
finance), climate change adaptation (climate finance). Other sus-
tainable finance initiatives, such as blue finance to protect the
earth’s hydrosphere (including lakes, oceans, rivers and under-
ground waters), are becoming increasingly relevant. Also, finance
that addresses social development has seen a strong global up-
take, particularly in education, social services, food and health

issues? (see Figure 4).

To accelerate and structure sustainable financial systems, multiple

guidelines, standards and best practices have been introduced by

\ |/
M,

Sustainable
development

X LY <
| | -
Economic Environment Social
l |
[ [ | | I [ |
Affordabie
Education Helalthdand infrastruc-
t -
and Social e acieal %" Affordabie :ure
Climate employment  housing services food €.g.
GHG change Other transport,
Pollution ~ Emissions  Biodiversity Adaptation ecological publlc)
spaces
"Clean" Low-carbon  Bio-finance Climate e.g. blue
finance finance finance finance
' Green Finance !
L SDG Finance |

Figure4 Progresseson SDG Finance

@ https://www.oecd.org/dac/financing-sustainable-development/development-finance-topics/Social-Impact-Investment-2019.pdf.
http://ec.europa.eu/social/BlobServlet?docld=15079&langld=en.
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NGOs, public organizations, financial institutions, governments
etc. (see Annex I: Global Initiatives Supporting Sustainable Fi-
nance and Investments). For example, the ICMA outlines the most
commonly used guidelines and standards on the issuance of
green bonds, social bonds and sustainability bonds. The GRI pro-
duces global standards to help businesses, governments and oth-
er organizations understand and communicate their investments’
environmental, economic and social impacts as well as risks, while
advancing the importance of sustainability reporting. Addition-
ally, UNDP’s Impact Practice Assurance Standards for various as-
set classes guides how to navigate and apply concrete, practical
thresholds for impact management, as well as implement indus-
try frameworks and principles, to inform and drive impact and

financial performance.

However, despite the growth of sustainable development finance
initiatives, challenges persist. The majority of initiatives are volun-
tary in nature and only provide general principles, making broad
application and standardisation difficult (e.g. for disclosure). Fur-
ther, while synergies between various financial initiatives continue
to increase, navigating these many initiatives can be a challenge

for stakeholders.

The lack of consensus in defining and monitoring SDG-enabling fi-
nance makes investing in development domains either potential-
ly misleading or more costly — and in both cases, potentially less
attractive. On the one hand, investors may misuse SDG branding
to claim that their projects generate employment and thus con-
tribute to for example, SDGs 1, 2 and 8, while in fact, their project
grossly violates other SDGs (e.g. goals for the environment, equali-
ty, etc.). To counter this uncertainty, SDG custodians and SDG-con-
scious investors require a stringent evaluation of each project re-
garding SDG contributions and alignment with various safeguards
to avoid these pitfalls. However, this also increases transaction

costs for investments.

Therefore, building consensus on SDG finance is critical. Doing so
can facilitate knowledge-sharing and catalyse collective action to-

wards sustainable development, by cooperating between various
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initiatives and providing guidance for stakeholders. This can help to
build a platform as an inclusive space for policy makers, financial in-
stitutions, corporates, venture capitalists, academia and civil society

to contribute their expertise in further implementing the SDGs.

4.2 Objectives and principles leading the

Taxonomy development process

This SDG Finance Taxonomy is the first Taxonomy with a special
focus on closing the gap of access to socioeconomic empower-
ment and advancement for vulnerable groups, beyond climate
change adaptation, mitigation and environmental protection.
The ambition of the SDG Finance Taxonomy is to provide a
simple, harmonised and easy-to-use catalogue of eligible and
measurable investment projects that support sustainable devel-
opment along the SDGs. In the first phase, the goal is for volun-
tary adaptation of the Taxonomy (in China) and its international
adaptation with increasing regulatory support for standardised
reporting and national statistical systems. The Taxonomy serves

a variety of purposes:

- It fills a crucial gap between the fund-raising and
reporting aspects of sustainable finance and in-
vestments, by providing a clear, simple selection
of industries where sustainable investment oppor-
tunities can be identified, and funds channeled to-

wards SDG-attainment.

- Within the identified industries, it highlights pro-
jects that both contribute to the SDGs and have a
business opportunity, partly using innovative fi-
nancing instruments and methods, such as blended

finance.

- For each project, it provides key indicators to

measure its contribution to the SDGs.

Developing this taxonomy required a rigorous and transparent

process, a broad stakeholder coalition to ensure relevance and
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usability, as well as strict quality assurance. With the goal to make
the Taxonomy as applicable as possible, the decision was made to
use a specific country to drive and pilot the development of the

Taxonomy. The choice fell on China.

Two main reasons were given to develop the Taxonomy in China
(more information can be found in Annex II: China’s Scenario for

Developing an SDG Finance Taxonomy).

Firstly, China’s experience and willingness to contribute to sus-
tainable development, as evidenced by its successful push against
poverty and the fast growth of its green finance market. Secondly,
China’s continued need for large-scale, sustainable development
due to its large population and size, paired with a highly sophis-
ticated financial market interested in investment opportunities.
The combination of these two factors has allowed the develop-
ment of an ambitious Taxonomy that is relevant for China, while
simultaneously accommodating the global context and best
practices to make the Taxonomy easily adaptable and relevant for

other countries.

Developing the first version of China’s SDG Finance Taxonomy took
about one year, and close to 200 meetings engaging national and

international stakeholders.

The development of the SDG Finance Taxonomy sticks

to four principles:

Stakeholder engagement:To ensure the process legit-
imacy, relevance and quality of the Taxonomy through
knowledge-sharing and collective action between rel-

evant stakeholders during and after its development.

Leave No one behind - (LNOB): To generate a global
public good that addresses the needs of underserved
groups and sectors, ensuring that no one is left behind
with global attainment of the SDGs, while minimizing

any unintended consequences of SDG investment.

Don'’t re-invent the wheel: To expend acceptance of

the SDG Finance Taxonomy through adopting and

harmonizing existing SDG financing standards, as well

as impact measurement.

Mobilizing private investment: To encourage the fi-
nancial sector’s participation by listing projects to mo-

bilize private finance.

Stakeholder engagement

Throughout the SDG Finance Taxonomy development process, a
broad stakeholder group informed and guided the process, includ-
ing preparation, research, and consultation for the Taxonomy’s de-
velopment. Stakeholders included Chinese and international poli-
cy makers and regulators, certifiers, research institutes, think tanks,
members of different industrial sectors, civil society organisations
(CSOs), and experts in development and financial sectors. They
were engaged as consultants, advisors and/or technical committee

members.

Stakeholders were grouped in:

- The Advisory Board formed to explore opportu-
nities for advocating SDG financing initiatives in
China. The Board consists of 15 national and inter-
national experts with in-depth knowledge about
development priorities, policies and regulations,
finance and investment, partnership building and
maintenance, along with resource mobilisation.
The Advisory Board gave the strategic direction,
introduced technical assistance and contributed to

partnership-building.

- The Technical Working Group undertook the task
of developing the Taxonomy. The Group consists of
20 experts from research institutes, financial service
providers, consulting agencies, as well as civil soci-
ety organisations with Chinese and international
backgrounds. The organisations involved included

the International Institute of Green Finance (IIGF)

of the Central University of Finance and Econom-
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ics, the Rural Development Institute of Chinese
Academy of Social Sciences, the China Alliance of
Social Value Investment (CASVI), China Emission
Exchange (CERX), China Energy Conservation and
Environmental Protection Group (CECEP), Ernst
and Young (EY), Global Reporting Initiative (GRI),
International Finance Corporation (IFC), SynTao
Green Finance, Shenzhen Fintech Association, the
Narada Foundation and UNDP China. Individual
experts are also contributing, with backgrounds in
financial institutions and financial self-regulatory
organisations, while international financial initia-
tive organisations also participated. Core members
of the Technical Working Group formulated six the-
matic sub teams covering a wide range of SDG-rel-
evant industries for conducting collective research
and development. Regular monthly group and
sub-team meetings have been organised by UNDP
to facilitate exchange and discussions of informa-
tion and findings, in addition to online meetings

convened by each thematic group.

Consultation meetings and dialogues with an extended group of
observers comprised by regulators, practitioners from concerned
industries, researchers and investors were held to ensure and im-
prove the quality of the Taxonomy, as well as raise its relevance
and endorsement within the financial sector. Interim results were
presented, discussed and tested among an extended group of
observers. In November 2019, six industry consultation meetings
which engaged over 40 observers from the six thematic areas and
technical group members were convened in Beijing, while inter-
national experts joined the discussion remotely. A final investors
consultation took place in March 2020 with an emphasis on in-
vestor feedback from two development banks, one investment
bank and two commercial banks?. The Taxonomy’s development

process included more than ten observer consultation sessions, as
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well as many bilateral meetings between technical members and

observers.

In addition, UNDP China incorporated the SDG Impact,? a UNDP
global flagship, to align China’s Taxonomy with ongoing global
efforts in SDG finance, including global knowledge products like
the SDGs Impact Practice Assurance Standards and SDG Investors

Map.

Throughout the process, UNDP China worked with the IIGF -
which led the Technical Working Group - to consolidate and adopt
feedback from peer reviews and consultation meetings and to

finalise the technical report.

Leaving No One Behind (LNOB)

Underlying the SDGs is the vision to “leave no one behind” (LNOB)
and “reach those furthest behind first”. Accordingly, the SDG Fi-
nance Taxonomy had to address this in a way that allowed valida-
tion of project outcomes based on this dimension. The taxonomy
urges investments flowing into those projects which will benefit
groups left furthest behind and encourages capital investing in
micro, small and medium sized enterprises operating businesses

in SDG-aligned industries.

To address LNOB, the Taxonomy adopted the part of the Impact
Management Project’s (IMP) analysis framework which is designed
to record and assess investments’ development impact system-
atically. The IMP has reached global consensus that impact is a
change in an important positive or negative outcome for people

or the planet. It includes five dimensions®:

- What tells us what outcomes the investment is
contributing to and how important the outcomes

are to stakeholders.

= Who tells us which stakeholders are experiencing

the outcome and how underserved they were pri-

@ The investors consultation invited the Asian Infrastructure Investment Bank, Union Bank of Switzerland, China Development Bank, Industrial and Commercial
Bank of China, along with China Industrial Bank.
@ The SDG Impact, launched in 2018, is a UNDP initiative, tasked with developing resources to accelerate investment towards achieving the UN SDGs by 2030.
® The SDG Impact Practice Assurance Standards for Private Equity Funds Consultation Draft 2019.
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or to the investment’s effects. To avoid reinventing the wheel, the development process maps

out the most relevant Chinese and global sustainable finance in-
- How Much tells us how many stakeholders expe-

itiatives and frameworks for sustainable development finance
rienced the outcome, what degree of change they

(shown in Annex I: Global Initiatives Supporting Sustainable Fi-
experienced, and how long they experienced the

nance and Investments). This revealed three major approaches
outcome for.

(see Figure 5):
- Contribution tells us whether the investment’s

and/or investor’s efforts resulted in outcomes that _ Toious rsed) termneis CEe pedde (s

were likely better than what would have occurred sl cllzzn s o alimnee s e Cimese

CHICHTE Green Bond Catalogue - People’s Bank of China,

- Risk tells us the likelihood that impact will be dif- 2015).

e e @ geEE iz - Process-based initiatives that ensure the applica-

tion of safeguards, ESG-alignment and reporting

A . (e.g. ICMA Principles for Green, Social and Sustaina-
Not Reinventing the wheel

ble Bonds).

The SDG Finance Taxonomy should bring additional value to inves- ) )
- Output-based taxonomies that provide thresholds
tors and other stakeholders, harmonizing and continuing to build ) )

for outputs/outcomes of project categories, e.g. re-
on existing frameworks, standards and taxonomies, rather than ) ) o )

garding their emissions or social outcomes (e.g. EU
replacing them. ) o

Taxonomy for sustainable activities).

Outputs: e.g. environmental emissions, social outcomes

Process L

Safeguard ESG-alignment ESG reporting

Input: Catalogue of aligned projects

Figure5 Input, process and output-based sustainable finance frameworks

Based on analysis of current standards and initiatives, four frame- - The Taxonomy — with its pilot country China — will

work decisions were made for the design of the SDG Finance Tax- highlight the social dimension, as identified by Chi-

onomy: na’s national development strategy, with the green
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dimension included in the development strategy - Column A lists 6 thematic areas of all eligible projects
through existing frameworks (e.g. Green Bond Cata- (“Level I);
logue).

- Column B provides 28 sub-categories of eligible pro-

= The Taxonomy will adopt the framework of the Chi- jects (“Level Il;

nese green bond catalogue. This will allow the SDG

. . . . - Column C provides concrete project activities (“Level
Finance Taxonomy to be consistent with Chinese fi-

. n);
nancial markets.

) ) - Column D provides clear descriptions and specifica-
= The Taxonomy will adapt the dimensions and target

) o ) tions for each project (“Specification”);
groups of the ICMA Social Bond Principles as a basis to

develop projects and activities. - Column E relates the projects to relevant policies and

. practices references (“Policies/Plans and Resource”);
- The Taxonomy should include outcome measure-

ment processes, metrics and standards (e.g. IMP, GIN's - ColumnF relates all eligible projects to the Chinese in-
RIS+, GRI) that allow outcomes to be measured and dustry classification system codes.” (“Industry Code");

help to minimise unintended consequences of invest-

- Column G maps each eligible project to the SDGs and
ing in “aligned” projects that in fact violate the spirit of

highlights the required contribution of each project to
the SDGs through other outcomes.

the SDGs (“SDGs");

- Column H specifies the impact and outcome each

Mobilizing private capital eligible project must have to be considered an SDG-

) . . . . . . aligned project (“lmpact what");
The SDG Finance Taxonomy aims to mobilise private capital to invest in

projects with measurable positive social and environmental impacts. - Column | specifies the target groups the project must
In order to attract private investors, projects must “mobilise private fi- reach. While each project can reach additional target
nance”-thatis, be able to make a return for private investors. A prerec- groups, at least one of the selected groups must be
uisite for this is that all projects need to generate revenues. However, reached through the project in order to avoid unin-
projects do not necessarily have to be profitable (see Chapter 3) when tended adverse consequences or an insufficient con-
blended finance concepts are used (i.e. mixing concessionary finance, tribution to the SDGs.

such as from governments, grants, donors and development banks

) ) ) o - Column J specifies the indicators that measure the
with non-concessionary private capital). As such, all projects in the tax-

. . . . project outputs.
onomy must be revenue-generating to service private investors, but
not necessarily profitable.
The framework of the SDG Finance Taxonomy and its content aims to

build on and integrate global best practices and standards:

4.3 The Framework of the SDG Finance

Taxonomy

- The structure from Column A to F is lent from the

The framework of the SDG Finance Taxonomy is shown in Table 3. The
y practice of Chinese Green Bond Catalogue;

Taxonomy is built in 10 different columns, each with its own purposes:

- The six thematic areas in Column A (“Level I) are

@ Source: Statistical Bureau of China: http://www.stats.gov.cn/tjsj/tjbz/hyflbz/201905/P020190716349644060705.pdf.
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based on the ICMA Social Bond Principles®. The Tax-
onomy’s six thematic areas are 1) Basic Infrastructure;
2) Affordable Housing; 3) Health; 4) Education, Tech-
nology and Culture; 5) Food Security; and 6) Financial

Services.

The sub-categories in Column B (“Level II”) are broken
down according to national guidelines or interna-
tional best practices. For example, the thematic area
of “basic infrastructure” has seven subcategories that
correspond to the infrastructure categories of the Chi-
nese Ministry of Housing and Urban Development.
The sub-categories are transport, utility corridor, wa-
ter, energy, waste and sanitation, green spaces and In-
formation and communication Technology (ICT). The
following Figure 5 shows the overview of all project
sub-categories included and their grouping into the

thematic areas.

The specific projects included in Column C (“Level lll”)
and specified in column D (“Specification”) were cho-
sen and detailed according to their specific relevance
for national development priorities (e.g. Chinese Five-
Year Plans, line ministries regulations), international
development priorities and international exercises

and experiences, which are highlighted in Column E2

The Taxonomy specifies which SDGs (target-level)
each project must contribute to (Column G). This is re-
quired as SDGs are complex and achieving one SDG
might risk violating another. For example, providing
rural populations with access to mobility (SDG 9) by
building all-weather roads often has adverse impacts
on biodiversity, due to the intrusion of such roads
into natural habitat, potentially harming SDG 15. This

Column includes the most essential SDG targets. As a

supplement, Annex VI Mapping how investments in
certain sectors are likely to advance the SDGs addi-
tionally provides a reference showing direct or indirect
impacts that concerned investments may have on the

SDGs for users’ consideration.

Column H provides the impacts of the project - all of
which support development along the SDGs, such as
providing mobility, creating employment, protecting

culture and empowering people.

The Taxonomy clearly specifies which target group(s)
projects have to address (Column I). With the goal to
support, in particular, people at risk of being left be-
hind, target groups are inspired by the ICMA social
bond principles and include “people living below the

"o "o

poverty line’, “people with disabilities’, “marginalised

s

groups (e.g. due to sexual orientation, beliefs)’, “vul-

"

nerable groups (e.g. older people)’ “unemployed/un-
deremployed people’, “people living in underserved
areas (e.g. underserved rural areas, underserved urban
areas, or/and crisis and conflict areas)” and “undered-
ucated people”. Specific projects can also address a
basic public good, such as healthcare. If a target group
is not specified as a main project beneficiary, it does
not necessarily mean this group cannot profit from
the project. However, each project must address the
needs of target groups specified in the Taxonomy to

ensure alignment with the LNOB principle, otherwise

itis not eligible.

Column J provides indicators to measure sustainabil-
ity impact. These indicators should be measured be-
fore the investment took place to report the baseline,
as well as changes during the investment to evaluate

its impact outcome®

@ ICMA Social Bond Principles suggests Social Project categories include, but are not limited to, providing and/or promoting affordable basic infrastructure; access
to essential services; affordable housing; employment generation; food security; socioeconomic advancement and empowerment.

@ Projects listed in the SDG Finance Taxonomy should adhere to national (e.g. El#RGuo Biao - Chinese standards) and international (e.g. 1SO) standards, such as
quality standards, management standards, process standards). The application of relevant standards is the responsibility of the project developer and/or investor
and is independent of SDG Finance.

® The dimensions “contribution” and “risk” of the IMP Framework were indirectly included in the Taxonomy framework. The Taxonomy provides specific SDG
targets, and Impact indicators to evaluate the contribution to social and sustainable development, while screening criteria to some extent has minimised the risk of
unintended consequences. Furthermore, all projects in the catalogue additionally address the SDGs for otherwise “left behind” target groups. By integrating these
dimensions, the Taxonomy to some extent reduces transaction costs of eligible projects.
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Transportation

Basic infrastructure Utility corridor

Water
Green and low-energy housing Energy
Pre-fabricated housing Environmental sanitation
mll  Affordable housing EE— Housing material recycling Green spaces
Housing for low income group ICT

Medical care and sanitation service
— Health Technology innovation and promotion of healthcare

Manufacturing for medical and sanitation industry

Healthcare logistic services

Public health governance and services

Education
Education,
Bl Technology and Culture |l Technology
Culture and sports Agricultural production
Agricultural products and food processing
Agricultural product logistics, trade and retail
— Food Security Agricultural production inputs and facilities

Agricultural education and skill building

Savings and current account financial services

Credit financial services

— Financial Services —]

Insurance services

Basic financial health and assistant services

Figure 6 SDG Finance Taxonomy (China) [2020 Edition] Overview




Technical Report on SDG Finance Taxonomy (China) [2020 Edition]

4.4 Ensuring quality and SDG alignment

throughout the SDG Finance Taxonomy

In order to ensure that all projects that were discussed and suggested
during the consultation phase contribute to the SDGs, a rigorous inclu-

sion and exclusion process was established.

Inclusion criteria

Projects that are included must align with 1) national development
strategies and policies, 2) international best practices for social devel-
opment and 3) provide social benefits in SDG-concerned sectors for 4)

SDG-targeted groups.

Exclusion criteria

Based on international best practices, a three-step approach has been

developed to exclude projects that are potentially harmful to the SDGs:

- Exclude projects that the national government
discourages and those that international organisa-
tions, such as UN agencies and multilateral devel-
opment banks®, exclude from project fund-raising
or development finance. Excluded sectors include,
for example, gambling, weapons, adult enter-
tainment, tobacco and projects violating human

rights, among others.

- Exclude projects that risk doing significant harm to
the SDGs, according to the Do-no-significant-harm
(DNSH) criterium of the EU Taxonomy for sustaina-
ble activities?. The process of evaluating projects’

harm potential is explained in Figure 7.
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- Exclude projects where alternatives with fewer
negative impacts (e.g. regarding environment or
social performance) are feasible at equal or lower

costs.

Application of Screening criteria

All projects in the Taxonomy were screened against these criteria. Many
potential projects that could contribute to one SDG (such as generat-
ing employment) were then excluded for better alternative projects
that can reach the same goal while doing less harm, or being more
economical. Examples of projects that were excluded are fossil-fuel re-
lated industries (which can generate employment, but may also cause
significant harm to the climate) and animal husbandry (which can cre-
ate employment and provide food, but where other non-animal based
products provide equal employment with less environmental impact

and potentially better food security outcomes).

@ UNDP’s project-level Social and Environmental Procedure integrates social and environmental standards, with overarching principles (human rights, gender
equality and environmental sustainability) to understand potential social and environmental risks and their significance, as well as determine the social and envi-

ronmental management required to address potential project risks and impacts.

UNDP’s Due Diligence Policy to work with the Private Sector has defined a set of exclusionary criteria outlining those business practices considered unacceptable

to the organization.

The World Bank (and other multilateral development banks) Environmental and Social Framework (ESF) enables the Bank and Borrowers to better manage environ-

mental and social risks of projects and to improve development outcomes.

@ The EU Taxonomy for sustainable activities specifies DNSH for environmental projects, but the process was also made applicable for other SDGs.




6"',‘ 4. Rationale and Development Process of the SDG Finance Taxonomy

£ 2 THEGLOBALGOALS

"‘l“~ For Sustainable Development

initial screen for
activities, which could
cause significant harm
to any environmental
objective

Economic activity
Review the Activity Does the activity
identified as

Scope boundaries, need to be split Prepare DNSH

making a substan-

life-cycle aspects into more than evaluation for
tial contribution

for the DNSH* one activity to each activity

(e.g. climate,
aspects assess DNSH?

biodiversity)

Are there material DNSH issues whereby an economic

activity is considered unsuitable for inclusion..., for

example inter-generational risks, lock-in costs?**

2

Activity is not aligned Develop screening criteria®**
% Activities that are not classified *#% Related to the lifetime of the asset. #*#%% In order to qualify as sustainable, the
could be assessed (and included) at activity should not significantly harm

a later stage. other objectives and meet the

minimum social safeguards.

Figure7 Do-No-Significant-Harm Decision Tree (based on EU Taxonomy for sustainable activities)
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5. Applying the SDG Finance Taxonomy

Practicing the Taxonomy should embed SDG objec-

tives and impact dimensions throughout the whole

cietal challenges; use motivation(s) to help inform

the development of consistent impact intentions.?

investment life cycle - from project decision-making, 1.2 Select eligible projects (project owners) and
to implementation and reporting project results. connectinvestor’s own SDG impact objectives to
the identified country and local context where
With the goal to contribute to the SDGs, investors and project de- .
feasible.
velopers should have a clear strategy to align their activities with
the SDGs throughout the whole process. Accordingly, investing 1.3 Co-identify the most suitable financing options
in SDG aligned projects and applying the SDG Finance Taxono- between investors and project owners, which can
my should at minimum consider the following three-step process employ a variety of instruments to structure finan-
factoring in SDG considerations along the project life-cycle, from cial deals, depending on the project’s characteris-
managing the project before it starts (“ex-ante management”), to tics (e.g. profitability, public participation), as dis-
managing the project (managing proceeds), and assessing and re- cussed in Chapter 3.
porting on its progress. 1.4 Conduct an environmental and social impact as-

Investors and project developers should - throughout the in-
vestment process — consider efficient ways to strengthen their
SDG contribution. This could mean preferentially contracting
SMEs, hiring people who are otherwise left behind, striving for
gender-equality, improving their supply-chain’s sustainability,
etc. Applying the SDG Finance Taxonomy is therefore not (only) a
box-ticking exercise; rather, it should be core to any business and

investment strategy.

1. Ex-ante Management

1.1 Be clear about investment motivation(s) for en-
gaging with the SDGs, for example to mitigate cost
and risk (e.g. regulatory, reputational, financial),
to identify new growth opportunities (e.g. unlock

commercial value), and/or to address pressing so-

DPO®O

sessment (ESIA) of the project, particularly with
the participation of target groups. ESIA stand-
ards vary a) between countries and b) between
industries. However, internationally applicable
standards and sector best practices are available,
amongst others by the International Association
for Impact Assessment (IAIA)2, the Institute of
Environmental Management and Assessment
(IEMA)®, the International Union for Conserva-
tion of Nature(IUCN)®, the World Bank®, the IFC®
or by UNEP?. The ESIA also includes a baseline
measurement, which should also include baseline
measurements of SDG Finance Taxonomy indica-
tors. The ESIA should involve stakeholder engage-
ment and make results available to the public (e.g.

through online publication).

Refer to Standard No. 1.1,1.2 and 2.1 of The SDG Impact Practice Standards for Private Equity Funds Consultation Draft 2019.
https://www.iaia.org/.

https://www.iema.net/.
https://www.iucn.org/sites/dev/files/iucn_esms_esia_guidance_note.pdf.
http://documents.worldbank.org/curated/en/843201521089993123/Environmental-and-social-impact-assessments.
https://www.ifc.org/wps/wcm/connect/9608497e-56e8-4074-bab6-45c61a36a4ad/ESIA.pdf?MOD=AJPERES&CVID=jkCYZ3G.
https://wedocs.unep.org/handle/20.500.11822/26533.
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1.5

1.6

1.7

2.1

2.2

Assess potential environmental and social risk
benchmark of IFC Performance Standards 1 to &;
ensureing project does no significant harm to la-
bour, community, natural resources, biodiversity,

indigenous people, and cultural heritage.

Jointly set appropriate impact objectives between
investors and project owners, to help achieve im-
pact intentions in line with SDG Finance Taxonomy

indicators.

Define processes and internal controls to ensure
the integrity, reliability and quality (i.e. relevance,
accuracy, credibility, timeliness, punctuality, ac-
cessibility, interpretability and coherence) of its
impact data collection, storage, use and reporting
(e.g. Environmental and Social Management Sys-
tem). Agree on covenants should targets not be

met between investors and project owners.”

The net proceeds of project finance, or an amount
equal to these net proceeds, should be tracked in
an appropriate manner, and attested to by the pro-
ject owners in a formal, internal process linked to
the owner’s investment operations for SDG-eligible

projects.?

So long as the SDG-eligible project is outstand-
ing, the balance of tracked, net proceeds should
be periodically adjusted to match allocations to
SDG-eligible projects made during that period.
Project owners should make known to investors
the intended types of temporary placement for the

balance of unallocated net proceeds.”

@®OO

23

3. Assessing and reporting

3.1

3.2

3.3

The Taxonomy encourages a high level of trans-
parency and recommends that management of
proceeds be supplemented by use of an auditor,
or other third party, to verify the internal tracking
method and allocation of funds from SDG-eligible

project proceeds.?

Conduct effective practice to regularly measure
and assess SDG impact performance of eligible

projects.

Use appropriate quality controls to produce (ide-
ally independent auditor verified) reports on fi-
nancial and non-financial indicators, particularly
SDG-impact performance indicators, as well as the

process of measurement.

Systematically use impact data and apply learn-
ings from ex-ante and ex-pose measurements and
management practices, to improve management
of existing projects, refine future investments and
impact practices, as well as communicate with and

report to its broader stakeholders.®

Refer to Standard No. 12.1 and 12.2 of The SDG Impact Practice Standards for Private Equity Funds Consultation Draft 2019.
Refer to Section 3 of ICMA SBP.
ibid.
ibid.
Refer to Standard No. 18.1 of The SDG Impact Practice Standards for Private Equity Funds Consultation Draft 2019.
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6. Outlook

This SDG Finance Taxonomy is an attempt to embed SDG targets
within investment guidance, as well as mainstream sustainable
financial frameworks and develop a classification system for busi-
nesses and investors to enable their projects to generate social
and environmental returns. It develops not only a tangible pro-
ject catalogue list, but also an indicators matrix to guide users to
screen projects, as well as record, assess, report and aggerate in-
formation regarding the impact generated by invested projects.
The vast majority of the substance generated in the Taxonomy is
applicable globally. Thus, it is expected to be feasible to pilot it in

China, as well as to replicate in other countries, too.

Despite the efforts, collaboration and engagement of multiple
stakeholders and its wide scope, this SDG Finance Taxonomy
also has limitations. The scope of SDG-eligible finance projects
is not comprehensive; the indicators matrix for impact measure-
ment and disclosure cannot be perfect; tailored menus for differ-
ent financial sources and financial instruments to operationalise
SDG-enabling finance and investments have not been not fully de-
veloped; and incentives to encourage financial resources towards
the SDGs have not been adopted by policy makers or market prac-

titioners at scale.

Therefore, further work towards the Taxonomy’s development and
validation remains. UNDP, as the convener of the Taxonomy, will
continue to improve efforts on R&D advancement, policy advoca-
¢y, and partnership collaboration to verify the Taxonomy. UNDP
will also continue to invite professionals from the industrial and in-
vestment world to upgrade and refine it. The next steps will focus

on, but not be limited to:

- Adjusting the Taxonomy’s coverage to ensure it is

innovative and forward-looking;

- Improving the framework (e.g. with risk mitigation

measures to avoid or reduce unintended conse-

guences of investments);

- Improving impact measurements and disclosure
indicators to better structure and set up impact
management baselines, conduct impact analysis,

and aggregate impact data;

- Establishing a feasible practice process and check-
lists for targeted audiences to proceed with quality
assurance of impact assessment and disclosures

step-by-step;

- Mainstreaming SDG finance initiatives and advo-
cating necessary incentive mechanisms through
policy dialogues, conferences, events, roadshows,

and trainings;

- Piloting and testing the feasibility of applying and
replicating the Taxonomy in China and replicating

it in other countries and regions.

As this Taxonomy is adapted, tested and applied in future, it is our
hope that sustainable finance can enable the investment commu-
nity to help overcome development challenges, while unlocking
new opportunities — and in turn, defying the notion that the in-
terests of business, society and the planet are mutually exclusive.
UNDP stands ready to support all stakeholders in turning sus-
tainable ideas into viable business actions, using this Taxonomy
to guide funding towards protecting ecological capital, creating

social returns and leaving no one behind.
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9. Annex ll: Global Initiatives Supporting
Sustainable Finance and Investments

Global sustainable finance initiatives have been driven by a number of stakeholders for decades to mobilise investment (e.g. green bond
principles), ensure ESG integration in portfolio management (e.g. PRI), allow for a common framework of language (e.g. ICMA green, social
and sustainable bond principles), provide venues for sharing best practices and lobbying (e.g. Climate Action 100+, Asia Investor Group on

Climate Change (AIGCC) and GIIN), or ensure transparency in reporting e.g. TCFD, GRI.

Table 4 provides a snapshot of sustainable financial initiatives and frameworks that were studied for the development of the SDG Finance

Taxonomy.

Table 4 Sustainable financial initiatives and frameworks

Name of issuer Financial Initiative

ACFM ASEAN Green Bond Standards

ADB ADB Safeguard Policy Statement

AIGCC Asia Investor Group on Climate Change

ASFI/WWF Asia Sustainable Finance Initiative

AWS International Water Stewardship Standard

Barclays Barclays Energy and Climate Change Statement

Barclays Barclays Impact Eligibility Framework for Shared Growth Ambition
Bank of America Bank of America Environmental and Social Risk Policy Framework
CBI Climate Bonds Initiatives - Climate Bonds Standard and Certification Scheme
CBRC CBRC - Green Credit Guidelines

CBRC CBRC - Key Indicators of Green Credit Performance

cDP Carbon Disclosure Project (CDP)

CERES CERES Investor Network

CICERO CICERO Shades of Green

CSEIF China Social Enterprise and Investment Forum

EITI Extractive Industries Transparency Initiative Standard

Equator Principles Financial Institutions (EPFI)

Equator Principles

EU

EU - Sustainable Finance Taxonomy

French Ministry for the Ecological and Solidary
Transition

French Ministry for the Ecological and Solidary Transition - Greenfin Label
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Financial Initiative

Securities & Exchange Board of India, Disclosure Requirements for Issuance and Listing of

GovIndia Green Debt Securities
GCF GCF Investment Framework
GIB The Standard for Sustainable and Resilient Infrastructure

Global Investor Coalition

The Low Carbon Registry

Global Investor Coalition

Global Investor Coalition on Climate Change

Green Investment Group

Green Investment Principles

GIIN IRIS+

GIP Green Investment Principles for the BRI

GRI Global Reporting Initiative

GSG/GSGII Global Steering Group for Impact Investment

Hong Kong Quality Assurance Agency (HKQAA)

Green Finance Certification Scheme

HSBC HSBC Energy Policy

HSBC HSBC Sustainability Risk Policies

ICMA ICMA Harmonised Framework for Impact Reporting

ICMA ICMA - The Green Bond Principles

ICMA ICMA - Sustainability Bond Guidelines (SBG)

ICMA ICMA - The Social Bond Principles

IDFC International Development Finance Club (IDFC)

IFC IFC Sustainability Framework (predecessor of IFC Performance Standards in 2012)

IFC Environmen.tal and Social Review Procedure (ESRP) (predecessor of IFC Sustainability
Framework in 2006)

IFC IFC - Performance Standards on Environmental and Social Sustainability

IFC IFC - Sustainable Banking Network

IIRC International Integrated Reporting Council (IIRC)

IMP Five Dimensions of Impact

IPFS International Platform for Sustainable Finance

Japanes Ministry of Environment

Japanese Ministry of Environment, Green Bond Guidelines

JP Morgan JP Morgan Environment and Social Policy Framework

JSFI Japan Sustainable Investment Forum

LMA LMA - Green Loan Principles

LMA LMA - Sustainability Linked Loan Principles

MDB MDB - IDFC Common Principles for Climate Mitigation Finance Tracking

MUFG Mitsubishi UFJ Financial Group (MUFG) Environmental and Social Policy Framework
NCFA Natural Capital Finance Alliance ENCORE
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Name of issuer

Financial Initiative

NGFS Central Banks and Supervisors Network for Greening the Financial System (NGFS)
OECD OECD Guidelines for Multinational Enterprises

PBC Chinese Green Bond Catalogue

SASB Sustainability Accounting Standards Board Industry Standards

SBTI Science-Based Targets Initiative for Financial Institutions (SBTI Fl)

Sustainalytics

ESG Risk Rating

SSE Sustainable Stock Exchanges Initiative

TCFD Financial Stability Board - Task-Force on Climate Related Financial Disclosures
UN United Nations Global Compact Principles

UN Principles of Responsible Investing (PRI)

UNDP SDG Impact Practice Standards for Private Equity Funds

UNEP UNEP Principles for Sustainable Insurance (PSI)

UNEP Partnership for Action in Green Economy (PAGE)

UNPRI UNPRI - Private Equity Action on Climate Change

UNPRI Paris Agreement Capital Transition Assessment (PACTA)

UNPRI Inevitable Policy Response (IPR)

WBA World Benchmarking Alliance (WBA)

World Bank World Bank - Environmental and Social Safeguards Framework

World Bank Green Growth Knowledge Partnership (GGKP) - Green Finance Platform

Climate Action 100+

Climate Action 100+

Transition Pathway Initiative (TPI)

Transition Pathway Initiative (TPI)
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Annex lll: China’s Scenario for

Developing an SDG Finance
Taxonomy (China) [2020 Edition]

10.1 China’s Commitment to Realizing

the SDGs

China attaches great importance to implementing the 2030 Agen-
da, taking actions towards it by releasing China’s National Plan on
Implementation of the 2030 Agenda for Sustainable Development
and China’s Progress Report on Implementing the 2030 Agen-
da for Sustainable Development (2017, and 2019). The 2030
Agenda also aligns with medium- and long-term national devel-
opment strategies, such as the 13th Five-Year Plan for Economic
and Social Development of China (2016-2020), to promote bal-
anced economic, political, cultural, social and ecological progress.
Upholding the vision of innovative, coordinated, green, open and
shared development, China is shifting towards a growth model
that promotes sustainable development, accelerating attainment

of the SDGs.?

A key example of China’s progress in reaching the SDGs is in its
achievements in fighting poverty. China is contributing greatly to
global efforts towards SDG 1: No Poverty — to end poverty in all its
forms everywhere. More than 750 million people have been lifted
out of extreme poverty in rural China since 1978. By the end of
2019, about 5.5 million people in rural China were still living below
the current poverty line, in areas with an income less than 2800
RMB (about USD 427) per year.® China’s Human Development In-
dex (HDI) improved from 0.502 in 1990 to 0.758 in 2018, thanks
to improvements in life expectancy, education, income, gender
development, poverty, security, mobility and communication.*®
The Chinese government has set the goal “to win the fight against

poverty” by 2020 and to ensure that those have been lifted out of

poverty do not fall back into it.

In December 2016, the State Council issued the Plan of China on
Building Innovation Demonstration Zones for Implementing
the 2030 Agenda for Sustainable Development. The purpose
is to create reproducible and realistic sustainable development
models, to generate experiences that can be shared and replicat-
ed elsewhere in China and globally. So far, the State Council has
approved six innovation demonstration pilot zones for innovative
sustainable development approaches: Shenzhen, Taiyuan, Guilin,
Chenzhou, Lincang and Chengde. These zones are eligible for en-
joying more flexible and advanced reform policies, which will be
ideal for testing the SDG Finance Taxonomy, to mobilise private
capital to better promote the achievement of the 2030 Agenda for

Sustainable Development.

Beyond China’s own development progress, the country has a
large and steadily growing role in promoting global development
and attaining the SDGs in partner countries. This includes efforts
to make the Belt and Road Initiative green and sustainable, for in-
stance. As of 2018, China comprised 15.8% of the global econo-
my and became the world’s largest trading nation. China is also
becoming an important provider of development assistance and
knowledge, as well as a growing source for investments in infra-
structure and other sectors around the world. China’s investment
in and assistance to developing countries is of great potential to
support partners in achieving their national development ambitions
in sustainability. This is particularly critical as global development as-

sistance flows from other traditional sources are decreasing.

@ Ministry of Foreign Affairs of the People’s Republic of China. China’s Progress Report on Implementation of the 2030 Agenda for Sustainable Development
(2019), September 2019.
@ National Bureau of Statistics http://www.gov.cn/shuju/2020-01/24/content_5471927.htm.
® http://hdr.undp.org/sites/all/themes/hdr_theme/country-notes/CHN.pdf.
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10.2 China’s SDG Finance Landscape Financial markets have responded to these regulatory innova-

tions. The total green bond issuance reached RMB 292.2 billion

In China alone, an estimated US$2.3 trillion worth of business op-
(US$41.6 billion) in 2019, among which US$31 billion are interna-

portunities have been opened up for the private sector to deliver . . @ . .
tionally aligned,® second only to the United States. China also has

towards the SDGs™. For example, in food security, poverty reduc-
a thriving private sector and High Net Worth Individuals (HNWI)

tion, urbanisation, health and education, affordable housing and
interested in impact investing. The top 100 philanthropists made

others requiring massive investment of at least US$11 trillion be- . . . . ®
a total of US$3.3 billion of public donations domestically®.

tween 2017 and 2022, equal to China’s entire GDP for 20152.

To meet such financial needs, China has been working on green-
ing its financial system since 2015. The Guidelines for Establish-
ing the Green Financial System jointly issued by the People’s
Bank of China (PBOC) and other six ministries in 2016, provide a
comprehensive framework for developing green finance. China’s
Green Bond Catalogue [2015 Edition] issued by the PBOC can
also serve as a basis for developing the SDG Finance Taxonomy.
Furthermore, China’s Securities Regulatory Commission (CSRC),
in collaboration with the Ministry of Ecology and Environment
(MOEE), has introduced new requirements that, by 2020, all listed
companies and bond issuers must fully disclose data related to

ESGP.

@ Business and Sustainable Development Coalition. Better Business, Better World, Asia[Z]. 2017.

@ China Social Impact Investment Report 2016 China Development Research Foundation China Social Entrepreneur Foundation.

@ China Mandates ESG Disclosures for Listed Companies and Bond Issuers https://www.globalelr.com/2018/02/china-mandates-esg-disclosures-for-listed-com-
panies-and-bond-issuers/.

@ https://www.climatebonds.net/files/reports/2019_annual_highlights-final.pdf.

® 2018 Hurun Philanthropy List.
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11. AnnexIV“SDG Finance Taxonomy
(China) [2020 Edition]” Industrial
Experts Consultation Feedback Form

Topic SDG Finance Taxonomy

Organisation

Expert Name

Comments on the completeness of the taxonomy

Comments on the inconsistency between Chinese standard and international standard

Comments on specification of the taxonomy

Comments on relevance to SDGs

Other Comments and feedback
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11. Annex IV“SDG Finance Taxonomy (China) [2020 Edition]” Industrial Experts Consultation Feedback Form

NON-DISCLOSURE AGREEMENT

This Non-Disclosure agreement (the “Agreement”) is made between UNDP China and (expert participated for peer-re-

view) and is effective until further notice. The Agreement is intended to prevent the unauthorised disclosure of Confidential Information.

1. Confidential Information

“Confidential Information” is proprietary information relating to the reviewed report as well as the quoted Companies and organisations’
business information including but not limited to: business and financial records, customer lists, intellectual property, proprietary data,
security measures, new products or services, forecasts or any other proprietary business information that, if disclosed, could affect the

business of Company.

2. Non-Disclosure
Without UNDP’s prior written consent, reviewer will not: (a) disclose the report and related information to any third party; (b) make or permit

to be made copies or other reproductions of the report; or (c) make any commercial use of the report.

3. Return of Confidential Materials
Upon completion of close door expert consultation and UNDP’s request, reviewer shall immediately return all original materials provided

UNDP.

4.Term

This Agreement and reviewer’s duty to hold Confidential Information in confidence shall remain in effect until further notice in written.

UNDP China Reviewer:
Title: Title:

Date: Date:
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12. AnnexV“SDG Finance Taxonomy
(China) [2020 Edition]” Investors
Consultation Feedback Form

Organisation

Investor Name

Welcome to the SDG Finance Taxonomy consultation process:

« The SDG Finance Taxonomy was developed over the course of 12 months with more than 100 domestic and international organ-
isations involved. The aim of the taxonomy is to support investors and project owners by clarifying which specific projects they
should invest in to support SDGs and how to measure the project s contribution to the SDGs.

+ Asyou read the Taxonomy, it is useful to keep in mind that not all projects in the SDG Finance Taxonomy need to be profitable.
Rather, many projects become profitable for return-seeking investors through the application of innovative finance instruments,
such as blended finance between commercial and non-commercial investors and donors.

- UNDP is committed to ensuring that the SDG Finance Taxonomy is valuable and useful to the field. Your active participation and
feedback are invited and welcome!

Comments on the taxonomy completeness regarding projects, indicators, industries

- What do you like about the content of the taxonomy?

- What is missing in the taxonomy?

- How would we improve the taxonomy’s completeness?
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12. Annex V“SDG Finance Taxonomy (China) [2020 Edition]” Investors Consultation Feedback Form

Comments on the taxonomy usability and applicability (e.g. how easy is it to understand, how easy is it to apply for finance

industry, how relevant is it to your work?)

- What do you like about the ease of use of the taxonomy?

- What makes the taxonomy difficult to use?

- How can we improve the taxonomy’s usability?

Comments on the taxonomy relevance and application for financial institutions?

- How can we ensure that the taxonomy is applied and used in the finance industry in China?

- What mistakes should we avoid when pushing the SDG Finance Taxonomy into the market?

- How do you think you or the finance industry can help to contribute to the SDGs?

Other comments and feedback

Signature:
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NON-DISCLOSURE AGREEMENT

This Non-Disclosure agreement (the“Agreement”) is made between UNDP China and (investor participated for peer-re-

view) and is effective until further notice. The Agreement is intended to prevent the unauthorised disclosure of Confidential Information.

1. Confidential Information

“Confidential Information” is proprietary information relating to the reviewed report as well as the quoted Companies and organisations’
business information including but not limited to: business and financial records, customer lists, intellectual property, proprietary data,
security measures, new products or services, forecasts or any other proprietary business information that, if disclosed, could affect the

business of Company.

2. Non-Disclosure
Without UNDP’s prior written consent, reviewer will not: (a) disclose the report and related information to any third party; (b) make or per-

mit to be made copies or other reproductions of the report; or (c) make any commercial use of the report.

3. Return of Confidential Materials

Upon completion of investors consultation and UNDP’s request, reviewer shall immediately return all original materials provided by UNDP.

4.Term

This Agreement and reviewer’s duty to hold Confidential Information in confidence shall remain in effect until further notice in written.

UNDP China Reviewer:
Title: Title:

Date: Date:
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13. Annex VI Mapping how investments in certain sectors are likely to advance the SDGs

13. Annex VI Mapping how investments
in certain sectors are likely to
advance the SDGs

Infrastructure
SDG Flnan.c ial Food Security Health Education
Service . Tech. &
Basic Infra. Energy Transport
comms.

Direct Mapping

Indirect Mapping
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