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banks deliver the
green promises

While lender intermediation to facilitate a greener
transition is promising, a careful assessment of the associated
risks is also crucial. BY XIE TAOJUN AND AMMU GEORGE

IN MAY, OCBC joined DBSand UOB in set-
ting targets to reduce financed emissions
in six emissions-intensive sectors. Decar-
bonising the loan portfolio has been very
popular lately, with large banks doubling
down on sustainability-linked loan (SLL)
frameworks. While bank intermediation to
facilitateagreener transition ispromising,
a careful assessment of the associated
risks is also crucial.

Singapore has positioned itself as are-
gional hub for green finance. The national
mandate has raised the prominence of
sustainableloans, with alarger proportion
being SLLs than traditional green loans.

In contrast to green loans, which exclu-
sively finance environmental or climate-
related projects, SLLs allow borrowers not
in typical green industries to access sus-
tainable financing. A portion of the inter-
est rateon SLLsdependson theborrower’s
ability to achieve sustainability perfor-
mance targets (SPTs). These targets typi-
cally relateto environmental, social, or go-
vernance (ESG) metrics, such as green-
house gas emissions reductions or renew-
able energy adoption.

There have been catalysts that have
nudged the SLL expansion in Singapore.
The Monetary Authority of Singapore
(MAS) has rigorously increased its advoca-
cy towards sustainable financing. MAS
subsidises banks’ expenses for engaging
sustainability assessment and advisory
servicesto develop SLL frameworks under
the Loan Grant Scheme. Subsidy coverage
increases for SLLs targeting SMEs or indi-
viduals. The SLL purview now includes
transition financing under the net zero
(FiINZ) action plan.

Another major driver has been the in-
terest from banks in joining the net-zero
banking alliance (NZBA). DBS, UOB and
OCBChaverecently assumed membership
in this United Nations-convened banking
consortium committed toaligninglending
activity toward attaining net-zero emis-
sions by 2050. This has motivated the
banks to enhance their SLL portfolios.

Sustainability reports indicate that the
large banks in Singapore have surpassed
their initial targets in sustainability loans.
An important question arises on the pre-
cise motive for banks to signal as cham-
pions of environmental sustainability.

As financial intermediaries, banks sur-
viveon theinterest earnings from lending.
Although sustainability mandates on
loansprovidereputational benefits, apref-
erential interest rate on SLL sounds incom-
patible with the banks’ primary agenda of
profit maximisation.

Theanswer liesin the demand-side dy-
namics of the loan market. National man-
dates on net-zero targets trickle to busi-
nesses and consumers who face a penalty
of acarbon tax in case of non-adherence.
Banks foresee energy transition as asignif-
icant “industry” in the near future, requir-
ing exorbitant investments.

Arecent study by AsiaCompetitiveness
Institute found that, under certain as-
sumptions, the spur in SLL demand would
morethan compensate for the lower inter-
estrates, translatingtoahigher profit mar-
gin for banks when economies make a
green transition.

The growing demand for SLL, however,
could culminate in an overt increase in
credit and amplify banking sector risks.
Such an outcome may not be desirable for
central banks, especially in times of finan-
cial instability or high inflation.

An ideal scenario would entail a
smoother transition to agreener economy
without excessive loan increases that
could exacerbate financial sector uncer-
tainty.

The greenwashing threat

Another concern about SLL pertains to the
definition of sustainability targets, which
critics argue is somewhat too abstract.
While many companies have set net-zero
goals, these targets may not be sufficient
to qualify for SLL. According to The Net Ze-
ro Tracker, aglobal initiativethat evaluates
net-zero targets, some sustainability tar-

gets may not be grounded in the latest re-
search.

Furthermore, studies have indicated
that borrowers’ ESG scores can deteriorate
after the issuance of sustainable loans,
particularly when there is a lack of clear
disclosure regarding the ESG-contingent
contractual details. This raises concerns
about the potential for “greenwashing”,
wherein investments and business prac-
ticesappear to begreener or more sustain-
able than they actually are. A robust reg-
ulatory framework is crucial to address
these challenges.

The recently launched FinZ action plan
from MASis an important step in address-
ingthegreenwashingrisks. Theplan expli-
citly states that MASwill safeguard against
greenwashing and “transition-washing”
risks by working with industry, counter-
parts, and stakeholders to co-create acode
of conduct and ensure safeguards that
align sustainable loans with “internation-
ally recognised taxonomy and transition
finance principles”.

MAS has also partnered with the Peo-
ple’s Bank of Chinato establish the China-
Singapore Green Finance Taskforce (GFTF).

This collaboration falls under the Interna-
tional Platform on Sustainable Finance
(IPSF) to enable deeper bilateral coopera-
tion in cross-border green and transition
finance and to create regional standards.
One of the workstreams of this partner-
ship emphasises collaboration to achieve
interoperability between the Singapore
and Chinataxonomies.

Committed to targets

Industry experts claim that SLLs in Singa-
poreareprogressively incorporating more
advanced and science-based targets, such
as a reduction in GHG emissions in the
mid-term, as well as commitments to net-
zerotargetsin thelongterm. For example,
thetargetsin OCBC's recent 1.5 deg Cloan
demonstrateadherenceto scientific“refer-
ence pathways” by autonomous global or-
ganisations.

Borrowers are also increasingly com-
mitted to targets endorsed by the Science
Based Targetsinitiative (SBTi). Some banks
require borrowersto obtain aSecond Party
Opinion (SPO) to evaluate the materiality,
relevance, and ambition of the sustainabil-
ity targets chosen.

Singapore's goal as a
regional hub for
green finance has
raised the
prominence of
sustainable loans,
particularly SLLs.
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Currently, the terms of SLL issuance in
Singapore are still confidential. The claim
that SLL targets are becoming more scien-
tific can bevalidated only with transparen-
cy from both borrowersand lendersof SLL.
This would help explain whether borrow-
ing costs are linked to scientific sustaina-
bility targets and whether borrowers
showcase the required sustainability per-
formance.

Undoubtedly, SLLs areintuitive tools to
nudge corporates towards greener pro-
duction, as banks are usually their main
source of funding. But as society becomes
more aware of the importance of a green
transition, therewill comeatimewhen the
banksand regulators will haveto carefully
assess the costs and benefits of such pref-
erential interest rates, aswell astheresult-
ing expanded loan provisions. Corporates,
ridingthe wave of green transition, should
also take into account that borrowing
costs might yet rise again.
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