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Environmental and water related risks have consistently been in the World Economic Forum’s Top Five Global Risks for the last eight 
years. Troublingly, climate change exacerbates these risks. Already their persistent and material impacts are shifting the regulatory 
landscape, which in turn is creating mainstream risks. It follows then that the finance sector should be working on identifying, valuing 
and managing these risks. While action to do this has started, the assessments are dependent on the underlying disclosure, which is 
still largely inconsistent and not decision relevant. China, recognising the immediacy of water and environmental risks is moving towards 
mandatory environmental disclosure for its exchanges for which it has a tentative 2020 deadline. Given this, we thought it was a good 
time to take stock on the E in ESG disclosure in China. This report provides an overview of this and breakdown, by energy, water and 
waste. It does this by analysing the disclosure of Chinese companies in six sectors from 2012 – 2015 from SynTao’s MQI database, 
which has over 10,000 CSR reports.
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China Water Risk (CWR) is dedicated to addressing business 
and environmental risks arising from China’s limited water 
resources. CWR aims to foster efficient and responsible use of 
China’s water resources by engaging the global business and 
investment communities.

As such, it facilitates discussion amongst industry leaders, 
investors, experts & scientists on understanding and managing 
water risks so that we can make better decisions today for a water-
secure tomorrow. At a micro-level CWR works toward embedding 
water risks into the financial valuation of a company thereby 
influencing capital flow to responsible users and on a macro-
level by wedding provincial/national water resource management 
to economic planning. In addition to this, we also explore global 
exposure risks through the Made in China supply chain. CWR 
has thus co-published policy briefs with government-related 
bodies in China and globally. It also has been commissioned by 
financial institutions to conduct research analysing the impact of 
water risks on the Power, Mining, Agricultural, Textiles and the 
Food & Beverage sectors. These briefs and reports have been 
considered ground-breaking and instrumental in understanding 
China’s water challenges. CWR is an initiative of the ADM Capital 
Foundation and is funded by the Rockefeller Brothers Fund and 
RS Group. Join the conversation at http://www.chinawaterrisk.org

SynTao Co., Ltd. is a leading Beijing-based consultancy promoting 
sustainability and responsibility in the Asian region. We provide 
consulting, research and training services in Corporate Social 
Responsibility (CSR) and Socially Responsible Investment (SRI). 
SynTao has developed successful partnerships with a wide range 
of local and overseas organizations such as international and 
national corporations, government agencies, NGOs, academic 
institutions and media groups.

SynTao has been working on corporate sustainability disclosure 
and reporting for a long time. Each year, SynTao publishes a 
research report A Journey to Discover Values to provide up-to-
date analysis on CSR reporting in China. 

SynTao also develops the MQI Guidelines and MQI database. MQI 
Guidelines provide a set of materials and quantitative indicators 
by sector so that companies can improve CSR report quality. 
MQI database, www.MQI.org.cn, has included over 10,000 CSR 
reports released by companies in China.

SynTao is headquartered in Beijing with offices in Shanghai, 
Guangzhou, Chengdu and Washington DC. See more at: http://
www.syntao.com
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For disclosure to be useful information needs to be accurate, relevant and timely. Although there 
has been much improvement in ESG disclosure over the last few years, environmental disclosure 
has generally lagged that of social and governance issues. Yet, environmental risks are on the 
rise globally with extreme weather and climate change wreaking havoc.

There is also the question of our ecological carrying capacity. The economy runs on water and in 
China, a series of reforms are being put into place to realign the economy with the environment. 
Limited water resources put a hard constraint on China and it has responded with policies to 
cap water use at national and provincial levels. Underlying scarcity and over-use issues are also 
compounded by rampant pollution. Tougher laws and regulations, not just for water but to clean 
air and soil, are now in place. All these regulations impact valuations and we see Chinese banks 
starting to assess their exposure to these environmental regulations and risks.

The last two years saw the rise of Environmental Risk Analysis (ERA) globally and we are 
pleased to be part of China’s ERA working group led by ICBC under the guidance of the China Green Finance Committee. 
Since ERA is only as good as the underlying environmental data, and with China’s shift to mandatory disclosure with its 
tentative 2020 deadline, we thought it was time to take stock of where the E in ESG disclosure is in China. We could think 
of no better partner to do this with than SynTao, the leading ESG disclosure expert in China.

As the findings from the report reveal, there are multiple challenges ahead. Sectors which are clearly exposed to water 
and carbon risks are not disclosing enough and issues around standardisation and integrating these local risks in a 
global framework still exist. Nevertheless, although some question the relevancy, quality and usefulness of environmental 
disclosure, there is no doubt that ERA in China is the way forward. CWR’s previous research and investor surveys have 
shown that physical water risks, as well as environmental regulations in place can have material impact on valuations and 
portfolios. As China moves to guide its banks to embed environmental risks into credit policy, aside from figuring out how to 
value the risk, it is imperative we look to secure the integrity of baseline information provided by environmental disclosure.

Finally, it is important to remember that these risks have implications not just for China but globally. China is at the heart of 
supply chains for multiple sectors such as fashion, electronics and infrastructure. It’s not just manufacturing but the supply 
of raw materials from cotton, synthetic fibres, wool, aluminium, steel, rare earths and other critical raw materials. Given the 
potential exposure, surely it is time to identify and assess the risks? There is no better start than relevant environmental 
disclosure; so all eyes on China as it steps up disclosure to match risks.

FOREWORD

FOREWORD

Debra Tan
Director 

China Water Risk



5 CHINA PRIORITISES ENVIRONMENT: MORE DISCLOSURE NEEDED TO MATCH RISING RISKS

FOREWORD

China faces serious environmental challenges while accelerating its construction of an “ecological 
civilization”. However, positively, we have made rapid progress in green finance, which will help 
achieve national targets and improve environmental conditions. China has come a long way and 
today is a global pioneer in policy architecture, local pilot programs, green credit, green bonds, 
green industry funds, as well as environmental stress testing. 

Corporate sustainability disclosure is an important aspect of green finance and key to embedding 
and valuing environmental-related risks. SynTao has long been working in this area and has 
seen corporate social responsibility (CSR) reporting flourish. Each year, we publish a research 
report “A Journey to Discover Values” to trace progress and provide up-to-date analysis on CSR 
reporting in China. 

We also continue to expand our MQI database, which to date has the disclosure from over 
10,000 CSR reports released by companies in China. And supplementing this, we offer the 

MQI Guidelines, which provide a set of material and quantitative indicators by sector so that companies can improve 
reporting quality.

With the rise of green finance and China’s stock exchanges moving to mandatory environmental disclosure with a tentative  
2020 deadline, we thought it was a good time to do a status check on where Chinese companies are on environmental 
disclosure.

We are excited to partner with China Water Risk on this report given their expertise in placing water as a financial risk 
across multiple sectors and their engagement with the global investor community on these risks. 

We hope that this report will provide useful insights into environmental disclosure by Chinese companies. The trends 
identified show good progress but also that there is still a way to go. The challenges identified highlight the quantity and 
quality issues in corporate sustainability disclosure. We believe that publicly available environmental data (PAED) can help 
tackle both these challenges. Already some Chinese provinces are linking PAED to company operating costs. 

Currently, China is helping lead the way on embedding and valuing environment and water risks. Systems that work 
here can then be replicated in other parts of the world. It is important that together we succeed as global environmental 
challenges are still increasing.

FOREWORD

Dr Guo Peiyuan
General Manager

SynTao
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EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

The world is facing unprecedented environmental, water and climate risks. Tangible and material impacts from these risks are already 
being felt, which is shifting the regulatory landscape and in turn creating mainstream risks. 2017 Hurricane Harvey in the US cost 
between USD70-108 billion. Troublingly, climate change exacerbates these risks and impacts. It follows then that the finance sector 
should be working on identifying, quantifying and managing these material and mainstream risks so to build a resilient global financial 
system. While action has started, such assessments are dependent on the underlying corporate disclosure, disclosure which is currently 
lagging, largely inconsistent and not decision-relevant.

China, facing serious environmental challenges and recognising the immediacy of these risks is moving towards mandatory environmental 
disclosure for its exchanges with a tentative 2020 deadline. This is necessary if the country is to embed environmental and water risks 
in its credit policies, as it has said it wants to. 

Given China’s actions we thought it was a good time to take stock on where Chinese companies are on the E in ESG disclosure. The 
report seeks to do this by analysing disclosure on the environment and three subcategories (energy, water and waste) by Chinese 
companies from 2012 to 2015 as per SynTao’s MQI database. This was done for six sectors with significant environmental impact. They 
are: agriculture, automobile manufacturing, coal, electricity, oil & gas and smelting. A deep dive into the disclosure of the top five listco’s 
by market cap for each sector was also done. It should be noted that the analysis method used is not perfect so our findings are meant 
as a guide.

Positively, we found that environmental disclosure by Chinese companies increased year-on-year. Starting at 43% in 2012 and increasing 
to 56% in 2015. However, while positive there is still clearly room for improvement. Especially since the majority of disclosure is either 
on 1 or 2 of the 5 total indicators analysed. Only 2 companies disclosed on all 5 indicators for the entire four year period; one in the 
automobile manufacturing sector in 2013 and one in the coal sector in 2015.

The year-on-year rising trend was also found for companies’ disclosure on energy and water. Of the sub-categories, energy had 
the highest disclosure at 46%. As for water, there were only incremental increases with a 40% high. Interestingly, despite different 
growth patterns, water and energy disclosure are largely similar for the four year period. There are two points to note from this: 1) 
water and energy carry relatively equal weight in disclosure for Chinese companies, which reflects the Chinese government’s holistic 
environmental policies & regulations, and 2) this bucks the global trend where energy disclosure is usually markedly more than water. 
Disclosure on the third sub-category, waste, while increased, only reached 11%, notably lagging the others.

At a sector level, we expected those facing greater regulatory pressure to disclose more and the trend holds. Analysis found three 
leaders, two mid-performers and one laggard. 

Coal, oil & gas and automobile manufacturing form the top three with environment disclosure rates of 75%, 75% and 72%, respectively. 
With clear and significant implications for air, water and soil pollution they face significant regulatory pressure and so their higher 
disclosure rates are not surprising. However, somewhat surprising since they face similar regulatory pressures is mid-performers, 
electricity and smelting’s, lagging disclosure rates of 47% and 48%, respectively. Meanwhile, agriculture is the clear laggard, 
disappointing on all fronts with only a 20% environment disclosure rate.

After sector analysis, we looked to see if company ownership influenced disclosure. We found that a higher SOE sector composition 
largely points to higher disclosure. This makes sense given that under the updated guidelines of the State-owned Assets Supervision 
and Administration Commission of the State Council, all central-level SOEs are mandated to publish CSR reports. While such policies 
can drive sustainability reporting, so too can exchanges. Indeed, various global exchanges are acting on this though many are only 
promoting ‘comply or explain’ directives, if that. 

During our analysis, we also found that the majority of listco’s across exchanges have environmental disclosure rates below 50%. This 
is particularly the case for the Shanghai Stock Exchange and the Shenzhen Stock Exchange, where only 11% and 13% of lisco’s have 
equal to or above 50% environment disclosure rates. Comparatively, the Hong Kong Stock Exchange had 29% and Non-Greater China 
(exchanges like the New York Stock Exchange, London Stock Exchange etc.) has 50%. China’s shift to mandatory disclosure should 
remedy the Shanghai and Shenzhen findings. 
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EXECUTIVE SUMMARY

The need for environmental disclosure is clear with persistent and material environment, water and climate risks. However, challenges 
remain. We encountered three main challenges during our review: 1) incomplete data, 2) inconsistent data, and 3) lack of reliability. 

As still a relatively nascent disclosure category with no consensus on the way forward, challenges in environmental disclosure are 
not unexpected. But they do need to be overcome as environmental, water and climate risks are here to stay and are only going to 
increase going forward. Case and point, the extreme weather at the start of 2018 – a bomb cyclone in the US and hurricane strength 
winds in Europe. 

In China, we have entered an era where environmental risks are starting to be recognised by finance and the government. Indeed, as 
co-chair of the G20 Green Sustainable Finance Study Group in 2016, 2017 and 2018, China is helping lead the way on environmental 
risk assessment (ERA) and ultimately quantifying and embedding environmental and water risks so to build a resilient financial system. 
Both China Water Risk and SynTao are honoured to be part of the Environment Risk Stress Testing Group of China’s Green Finance 
Committee led by ICBC working towards this. 

Mandatory decision-relevant environment disclosure, which exchanges can drive, is the way forward so that environmental disclosure 
becomes mainstream practice and ERA work can advance. Moreover, mandatory disclosure will help close the current risk-action gap 
raising questions around fiduciary duty. With the majority of directors and investors not addressing the material environmental and water 
risks, are they not in breach of their fiduciary duty? The issue becomes more pressing when looking forward as global environmental 
challenges are only getting worse. 

There is clearly work to be done and challenges to be overcome but positively Chinese companies are moving in the right direction. At 
the heart of many global supply chains, what happens in China has global implications. We hope that as China steps up, so do global 
companies and exchanges. 



CHAPTER ONE:
ESG & ERA IN FINANCE TRENDING UP



ESG & ERA IN FINANCE TRENDING UP

9 CHINA PRIORITISES ENVIRONMENT: MORE DISCLOSURE NEEDED TO MATCH RISING RISKS

ESG & ERA IN FINANCE TRENDING UP

Environmental-related risks such as flooding, extreme weather events and climate change have consistently 
been in the World Economic Forum’s Top 5 Global Risks since 2011. Water-related risks are also prominent 
and persistent. Water has featured as a Top 5 Risk since 2012.

China has also recognised the importance of the environment and water. In 2014 it declared ‘War on Pollution’. 
In 2011, water topped the usually agriculture focused No. 1 Document and features heavily in its 12th and 13th 
Five Year Plans.

Tangible and material impacts from environmental and water risks are already being felt. The US started 2018 
with a “bomb cyclone”, which follows Hurricane Harvey the previous year with an estimated price tag of USD70-
108 billion. Meanwhile, hurricane-strength winds lashed Europe. And in South Asia, heavy monsoon rains in 
late 2017 caused the worst floods in years, with more than 40 million people affected. 

Troublingly, climate change exacerbates these risks and impacts. Thus, it is positive to see increasing global 
momentum on the environment, water and climate. The most notable are the Paris Climate Change Agreement 
and the 2030 Sustainable Development Goals.

The persistance of material impacts from these risks are shifting the regulatory landscape, which in turn is 
creating mainstream risks. It follows then that the finance sector should be working on identifying, valuing and 
managing these material risks so to build a resilient global financial system. 

However, to make the underlying assessments needed to embed these risks, quality and relevant disclosure is 
required. Disclosure that is currently lagging, largely inconsistent and not decision-relevant. 

Positively, actions on the ‘E (Environment)’ of ESG disclosure are being seen across the finance sector from 
new taskforces and the launching of green indices to new sustainability metrics and evolving shareholder 
& investor roles. Moreover, banks from China to the UAE have started to look at how to embed and value 
environmental and water risks. 

While there may be disagreement in the US around climate action, China and Europe have been clear on their 
resolve. Indeed, China with its new regulatory landscape is leading environmental risk assessment and has 
said it wants to embed environmental risk in its credit policies. 

However, despite all this, the gap between actions and environment-related challenges raise questions around 
fiduciary duty. When you know you face risks but don’t act to identify or mitigate, is one not breaching fiduciary 
duty? The issue becomes more pressing when looking forward as global environmental challenges are only 
getting worse.

•

•

•

•

•

•

•

•

•
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ENVIRONMENTAL & WATER RISKS: PERSISTENT & MATERIAL

Environmental related risks such as flooding, extreme weather events and climate change have 
consistently been in the World Economic Forum’s (WEF) Top 5 Global Risks since 2011. In the 
WEF’s 2018 Global Risks report, environmental risks account for more than half of the world’s top 
risks (Likelihood & Impact combined), which can be seen the table below (green highlighted cells)1.

Water related risks are also prominent and persistent. Water has featured as a Top 5 Risk in terms 
of Impact since 2012 and it was the top global risk in 2015, according to the WEF (blue highlighted 
cells in table below). There is no substitute for water; it is essential for our lives, food, energy, our 
economies run on it. 

China has also recognised water’s importance. In 2011, water topped the usually agriculture focused 
No. 1 Document, which is the first policy document issued by the central government each year. Also 
that year the ‘Three Red Lines’ policy, which sets targets for total water use, water use efficiency, 
and water quality for a number of benchmark years to 2030 was released. Water has also heavily 
featured in China’s 12th and 13th Five Year Plans (FYP) and the Water Pollution Prevention and 
Control Law came into effect on 1 January 20182.

Environ risks = >50% of top 
global risks in 2018…

…water was the top risk 
in 2015…

China has also recognised 
water’s importance… 

…new water Law in effect 
1 Jan 2018 

“Climate change increasingly poses one of the biggest long-term threats to investments and the wealth 
of the economy,”

Christina Figueres, Secretary of the UN Framework Convention on Climate Change,
December 2012

Storms & cyclones

Flooding

Corruption

Biodiversity loss

Climate change

Severe income disparity

Chronic financial crisis

Rising GHG emission

Cyber attacks

Water supply crises

Severe income disparity

Chronic financial crisis

Rising GHG emission

Water supply crises

Mismanagement of 
population ageing

Income disparity

Extreme weather events

Unemployment & 
underemployment
Climate change

Cyber attacks

Interstate conflict 
with regional consequences
Extreme weather events

Failure of national governance

State collapse or crisis

High structural unemployment 
or underemployment

Large-scale involuntary 
migration
Extreme weather events

Failure of climate change 
mitigations & adaptation
Interstate conflict with 
regional consequences
Major natural catastrophe

Extreme weather events

Large -scale involuntary 
migration
Major natural catastrophe

Large-scale terrorist attacks

Massive incident of 
data fraud/theft

Extreme weather events

Natural disasters

Cyberattacks

Data fraud or theft

Failure of climate change 
mitigation & adaptation

2011 2012 2013 2014 2015 2016 2017 2018

Top 5 Global Risks
Top 5 Global Risks in Terms of Likelihood

Fiscal crises

Climate change

Geopolitical conflict

Asset price collapse

Extreme energy 
price volatility

Major systemic financial
failure
Water supply crises

Food shortage crises

Chronic fiscal imbalances

Extreme volatility in energy
& agriculture prices

Major systemic financial
failure
Water supply crises

Chronic fiscal imablances

Diffusion of weapons of
mass destruction
Failure of climate change
mitigation & adaptation

Fiscal crises

Climate change

Water crises

Unemployment &
underemployment
Critical information
infrastructure breakdown

Water crises

Rapid & massive spread of
infectious disease
Weapons of mass destruction

Interstate conflict with
regional consequences
Failure of climate change
mitigation & adaptation

Failure of climate charge
mitigation & adaptaion
Weapons of mass destruction

Water crises

Large-scale involuntary
migration
Severe energy price shock

Weapons of mass destruction

Extreme weather events

Water crises

Major natural disasters

Failure of climate change
mitigation & adaptation

Weapons of mass 
destruction
Extreme weather events

Natural disasters

Failure of climate change
mitigation & adaptation
Water crises

2011 2012 2013 2014 2015 2016 2017 2018

Top 5 Global Risks in Terms of Impact

Source: China Water Risk, Global Risks Reports 2011 - 2018 by the World Economic Forum
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Tangible and material impacts from environmental and water risks are already being felt, as well as 
costly future impacts forecasted. Indeed, the disruption to global activities and finances is becoming 
increasingly apparent.

North America’s east coast started 2018 with record-breaking low temperatures due to a “bomb 
cyclone”3.  Shortly after, hurricane-strength winds lashed Europe. In Germany, which was particularly 
hit, there were human deaths and transport systems were severely impacted, high-speed trains 
shutdown and flights suspended4,5. In late 2017, heavy monsoon rains caused the worst floods to 
strike south Asia in years. More than 1,200 people died across India, Bangladesh and Nepal and 
more than 40 million people affected by the devastation6. 

As for economic costs, Hurricane Harvey in the US in 2017 was estimated to cost between USD70 
– 108 billion7. This is close to the record USD160 billion for hurricane Katrina in the US in 2005. 

As for floods, 20 million people worldwide were at risk from being affected by river flooding in 
2015, costing the world economy around USD96 billion annually8. By 2030, this is forecasted to 
increase to 54 million people and costs could rise exponentially to an estimated USD521 billion. In 
China, summer floods in 2016 cost the country RMB146.9 billion (~USD22 billion) in losses, which 
is almost 0.8% of China’s GDP for the year. Moreover, only around 2% of the total cost was covered 
by insurance9.

Droughts are also having material economic impacts. California’s drought cost the state’s economy 
USD2.7 billion in 2015, half a million more than in 2014, as well as nearly 21,000 jobs10. Meanwhile, 
new research indicates that incomplete drought recovery may be the new normal for the remainder 
of the 21st century with droughts lasting longer and covering more area, which means ecosystems 
are unable to ever fully recover11.  

Meanwhile, researchers from Massachusetts Institute of Technology expect five billion of the worlds’ 
projected 9.7 billion people to live in water-stressed areas by 205012. 

Troublingly, climate change exacerbates these risks and impacts. A World Bank report in May 
2016 found that water scarcity, exacerbated by climate change, could cost some regions up to 6% 
of their GDP13. 

Clearly, environmental and water risks are already having material impacts and with forecasts 
for these to increase, the global economy is at risk. Thus, it is positive to see increasing global 
momentum on the environment, water and climate and efforts to embed these in global financial 
systems over the last several years. We look at the key initiatives and what they mean for disclosure 
in the next section.

Material impacts are already 
being felt…

… bomb cyclones, hurricane 
winds & record floods…

…Hurricane Harvey cost 
USD70-108 bn…

…summer floods in China 
cost 0.8% of GDP…

Climate change exacerbates 
these risks…

…California’s drought cost 
the state USD2.7 bn in 2015…

…thus, positive to see 
increasing global momentum
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INCREASING GLOBAL MOMENTUM ON ESG

Never before have so many environment and climate related efforts been seen globally. A recent 
study found more than 1,200 laws globally related to curbing climate change, up from around 60 
laws twenty years ago14. Indeed a positive trend.  

The most notable global efforts are the Paris Climate Change Agreement and the 2030 Agenda for 
Sustainable Development with its 17 Sustainable Development Goals (SDGs) that will influence the 
world’s development and entail global efforts to end all forms of poverty, fight inequalities and tackle 
climate change. 

Key to their success is multi-stakeholder engagement, including business and finance. Already there 
are online platforms on how businesses can align their strategies and measure their contribution to 
the SDGs15, which highlights how key corporate disclosure on environmental risks is to achieving 
these goals. This type of disclosure, often called sustainability or corporate social responsibility 
(CSR) disclosure, helps companies fulfil the requirements of the ‘Environment’ part of Environmental, 
Social and Governance (ESG) disclosure. Good news is that frameworks for this already exist. The 
most common are by the Global Reporting Initiative (GRI) and the International Integrated Reporting 
Council (IIRC), which many Fortune 500 companies have already adopted. 

One of the SDGs, SDG 12 - “Ensure sustainable consumption and production patterns”16, pushes 
for improved sustainability reporting. Target 12.6 says, “Encourage companies, especially large and 
transnational companies, to adopt sustainable practices and to integrate sustainability information 
into their reporting cycle”17. 

Corresponding to SDG Target 12.6, GRI with Tata Consultancy Services created “Global Tracker”, 
an online platform that allows organisations to submit their sustainability report18. As of the end of 
2016 there were 41,512 reports in the database (Note: searched on 15 December 2017). 

Indeed, ESG disclosure has evolved at a rapid pace over the last decade from a niche practice and 
continues to do so now. As the number of sustainability report grows, the method is also evolving. 
GRI in October 2016 released the first global standards for sustainability reporting, replacing their 
13 years plus of “Guidelines”. Another disclosure framework is Integrated Reporting (IR) by IIRC, 
which embeds material sustainability and financial information so that financial and non-financial 
performance data are combined in a single report. Then there is also CDP (a global disclosure 
system with a network of investors and purchasers, representing over USD100 trillion19), which 
reports on climate, water and forests (originally only carbon).

Never before have so many 
global environ efforts been 
seen – Paris Agreement 
& SDGs…

…good news, frameworks 
already exist…

…41,000+ sustainability 
reports in GRI’s database 
as of 2016…

…ESG disclosure has 
evolved at a rapid pace 
& must continue to

“Every day, decisions are made by businesses which have direct impacts on their stakeholders, such as 
financial institutions, labour organisations, civil society and citizens, and the level of trust they have with 
them. These decisions are rarely based on financial information alone. 

They are based on an assessment of risk and opportunity using information on a wide variety 
of immediate and future issues. The value of the sustainability reporting process is that it ensures 
organisations consider their impacts on these sustainability issues, and enables them to be transparent 
about the risks and opportunities they face.”

Ásthildur Hjaltadóttir, responsible for GRI’s Regional China Hub, 
China Water Risk article “The Future of Sustainability Reporting”, May 2017

…disclosure is becoming 
increasingly important …
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While largely positive, there is still room for improvement on ‘E’ disclosure as we look at later, 
including satisfying investor and regulatory considerations from stock exchanges. Moreover, as 
environmental conditions and the climate continue to change, disclosure will also need to change. 

What is clear is that environmental disclosure is increasingly becoming more important for business 
and investors with material impacts and changing regulatory landscapes. Given this, it follows that 
the finance sector should be working on identifying, valuing and managing these material risks so to 
build a resilient financial system. In the following sections we look at what the finance sector is doing 
to mitigate these risks and impacts.

BROAD ACTIONS FROM FINANCE SHOW START OF ESG INTEGRATION

Over the last several years actions on ‘E’ disclosure have been seen across the finance sector 
from new taskforces and the launching of green indicies to new sustainability metrics and evolving 
shareholder & investor roles. Climate change is also becoming a more mainstream industry topic.  
More details on these below.

On 12 December 2017, Michael Bloomberg and Mark Carney, Financial Stability Board Chair & 
Bank of England Governor, announced growing support for the Task Force on Climate-related 
Financial Disclosures (TCFD), which they set up two years ago. The TCFD is the first international 
initiative in a financial stability context to examine climate change, including environmental and 
water factors. As of December 2017, 237 companies with a combined market capitalisation of over 
USD6.3 trillion have publicly committed support to the TCFD, which includes over 150 financial firms 
that are responsible for assets of over USD81.7 trillion20. 

However, the voluntary disclosure recommendations by the TCFD have been the subject of 
discussion, with some saying they distract from the real data needed and will lead to indicators 
based mainly of showing progress. Moreover, since the metrics are not consistent with already 
existing reporting frameworks efforts of investors and governments who are trying to develop a 
consistent framework will be set back21. 

‘E’ disclosure increasingly 
important for finance but 
are they acting?

Seeing new taskforces, 
green indicies & more…

…TCFD set up by Bloomberg 
& Carney now has 230+ co’s 
with combined mkt cap of 
USD6.3 trn…

…but mixed reviews on the 
TCFD’s recommendations

“There are a number of reasons the Global 
Sustainability Standards Board decided 
to transition G4 into the GRI Standards, 
including a desire to make our reporting 
guidance even more fit for reference in 
policy and regulations.”

Ásthildur Hjaltadóttir, responsible for
GRI’s Regional China Hub, 

China Water Risk article “The Future of 
Sustainability Reporting”, May 2017

“An integrated report is a concise 
communication about how an organization’s 
strategy, governance, performance and 
prospects lead to the creation of value over 
the short, medium and long term… <IR> 
is not about simply combining existing 
disclosures into a single report.”

Johnathan Labrey, Communications Director 
at IIRC, China Water Risk article “Integrating 

Reporting Demystified”, October 2013
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There are now various ESG or “green” indices and rankings, including the Dow Jones Sustainability 
Index, FTSE4 Good Index, Hang Seng Corporate Sustainability Indices and Newsweek’s Green 
Rankings. By July 2016 there were at least 480 ESG themed indices worldwide22. Other ESG related 
products include MSCI’s extensive ESG offering from ratings, to product factsheets and indices23 
and Goldman Sachs corporate sustainability analyses through GS Sustain24, to list a few. 

This increase in ESG related products reflects a growing amount of research showing that ESG 
consideration can result in better returns; see box below for details.

With ESG indices becoming more mainstream some agencies are capitalising on this by expanding 
their services portfolio. For example, S&P Dow Jones Indices in October 2016 acquired a controlling 
stake in Trucost plc, a leader in carbon and environmental data and risk analysis25. This shift 
towards mainstream is also impacting conventional indices. In S&P Global corporate credit ratings 
between the summer of 2015 and 2017, environment and climate factors were relevant in the rating 
of more than 700 companies and resulted in a change of rating, outlook or a CreditWatch action in 
106 cases26. 

Pension funds are also acting. Early on, several pension funds divested from fossil fuels, today, this 
number continues to grow27. Actions are also taking place in-house. The California State Teachers’ 
Retirement System in November 2016 was looking for new ESG managers for the first time in 
a decade28. And on the East coast, New York City’s five public employee pension funds, which 
manage USD175 billion in assets, announced in April 2017 that it was looking to hire low-carbon and 
sustainable index managers29.

“Increasing transparency makes markets more efficient, and economies more stable and resilient.”

Michael Bloomberg, 
Chair of the Task Force on Climate-Related Financial Disclosure

Growing ESG-related products 
reflects research linking ESG 
& improved performance

ESG services are 
increasing & impacting 
conventional indices…

…pension funds are shifting 
investments & making in-
house changes…

Research shows that ESG consideration can return higher profits & better stock performance

The finance sector’s move towards greater ESG disclosure integration is supported by a growing wealth of research showing ESG issues 
are increasingly integral to investment strategies worldwide. Not only in mitigating risks but also for identifying and capitalising on favourable 
investment opportunities. 

One research piece is from Harvard Business School professors and Calvert Investments, which shows that companies investing in related 
sustainability metrics to their business had higher profits. Another piece from Barclays Social Innovation Fund in 2016 found that ESG investing 
can boost returns for fixed-income investors, not just stock investors. Meanwhile, US based ESG focused investors outperformed with small 
caps in 2016, according to Bloomberg’s first ever ranking of funds with a sustainability bias.

Source: http://www.calvert.com/perspective/research/calvert-serafeim-series-report-materiality, 
https://newsletters.briefs.bloomberg.com/document/mv3.OaqBY8curnaL0rGYqg--_9ez251vbtpazvxpm14, 
https://newsletters.briefs.bloomberg.com/document/IqTq2q5I5VxTPw5-tlbkSQ--_4az1ycb53razixskqd/esg
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Separately, funds listing climate as an investment criteria rose 18% in 201630 and Fidelity Investments 
in May 2017 launched two ESG index funds, the firm’s first31.

Pressure from shareholders is also on the rise. Aviva Investors, Schroders and others managing 
more than USD10 trillion in combined assets supported a proposal seeking that Exxon Mobil 
Corporation provide more disclosure to better understand their climate risk and how resilient its 
business is to climate change32. On 31 May 2016, more than 60% of voters approved the resolution 
during Exxon’s annual general meeting33. The next day, US President Donald Trump announced that 
the US would withdraw from the Paris Climate Agreement, which was agreed at COP2134. 

Naturally there was global concern over the US withdrawal from the Agreement. It is one the biggest 
global carbon emission producers accounting for 17.9% of emissions35. However, at COP 23 in 
November 2017 the US delegation was clear with “We are still in”, which is a formal declaration 
signed by more than 2,500 leaders from America’s city halls, state houses, boardrooms, and college 
campuses36. Some CEOs have also showed their support to the Agreement by quitting President 
Tump’s Business Advisory Council, including those from Disney, Tesla, Apple and others37.

While there may be disagreement in the US around the Paris Agreement and climate action, China 
and Europe have been clear on their resolve to it and on several occasions reaffirmed just that. At 
the beginning of June 2017, China and the EU announced that they will forge an alliance to take a 
leading role to accelerate efforts to reduce global carbon emissions38. 

In China, steps are underway to integrate environmental and water risks into the finance and 
business sectors. One example is the country’s want to include environmental and water factors in 
its credit policies. China’s ambitions, wants and progress in this line was clear at the fifth installment 
of the China Social Investment Forum (SIF) that was held in Beijing 5-7 December 2017. The 5th SIF 
saw backing from Dr. Ma Jun, former Chief Economist at the People’s Bank of China and Director of 
China’s Green Finance Committee. SynTao Green Finance was a co-organiser, as well as China’s 
Green Finance Committee, China Society of Finance & Banking, China Financial Information 
Network, UN Sustainable Stock Exchanges Initiative & UN Principles for Responsible Investment. 
See key takeaways from the event as reported by Dr Guo Peiyuan of SynTao Green Finance, a host 
of the event in the grey box on the next page.

…shareholder roles are also 
evolving; pushing environ 
& climate issues

The US withdrawal from 
the Paris Climate Agreement 
caused concern…

…but China & EU 
remain resolved…

…China wants to include 
environ & water in its 
credit policies
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Clearly, the finance sector globally and in China is starting to act on the ‘E’ in ESG. China’s impetus 
is clear with the severe environmental challenges the country faces, including water. Positively, 
China Water Risk’s (CWR) report, “Toward Water Risk Valuation” found that water is a significant 
risk for both mainstream and socially responsible investors. Key highlights from the report are in the 
following two-page spread. 

Key Takeaways From The 5th China SIF Conference 2017

The 5th China SIF (China Social Investment Forum) Annual Conference was held in Beijing on 5th December 2017. Since 2012, this event has 
aimed to promote the concept of responsible investment, encourage green finance and facilitate the sustainable development of China’s capital 
market.

The theme of this year’s conference was “World Trends and China’s Practices”. Jointly hosted by SynTao Green Finance, Green Finance 
Committee of China Society for Finance and Banking, and Caixin Media and co-hosted by UN Sustainable Stock Exchange initiative and 
Principles for Responsible Investment (UNPRI), this event drew significant attention from capital markets in China and around the world. 
Although many other advances made, below are 3 main takeaways from the event:

1. ESG investment with Chinese characteristics is growing

One consensus from the conference was that ESG investment in China is making significant progress, and this was highlighted by Dr Ma Jun, 
chairman of the Green Finance Committee of China Society for Finance and Banking, in his opening speech. He noted that in recent years, 
China has made rapid progress in green finance, and has become a global pioneer in policy architecture, local pilot programs, green bonds, 
green industry funds, environmental stress testing and green assurance. However, he also emphasised that Chinese institutional investors, 
including asset managers, have started late in green finance compared to international peers. 

2. Launch of the SGCX ESG50 Index

As interest in ESG investment grew, major institutional investors have increasingly adopted ESG factors in their decision-making and market 
analysis. In September 2017, SynTao Green Finance cooperated with Caixin Media, one of the most trusted source of financial and business 
news and information services in China, and released the “Landsea· China ESG Development Index”.

Three months later in December 2017, SynTao Green Finance and Caixin came together again and published the SynTaoGF–Caixin ESG 50 
Index (SGCX ESG50 Index), the first equity index incorporating ESG performances of listed companies in the mainland Chinese market. In order 
to quantify the ESG performances of listed companies, SynTao Green Finance developed an ESG indicator system that refers to international 
and domestic standards according to information disclosure level in the Chinese market. Companies’ ESG performances were quantified and 
evaluated through publicly available information and calculated into user-friendly ratings for investors to easily incorporate into their practice.

The universe of SGCX ESG 50 Index is CSI 300 index, one of the most commonly used equity index in the Chinese market. At the launching 
ceremony, 50 constituent stocks were presented with certificates as companies with the best ESG performances in Chinese stock market. 
These companies deserve more attention from investors for they have potential for long-term sustainable growth.

3. Fostering dialogue between practitioners and researchers

It was encouraging to see the sharing of knowledge between those who advocate information disclosure and those who implement such 
strategies. In the afternoon sessions of the conference, domestic and international practitioners and researchers joined in the four panel 
discussions.

Looking ahead, continued dialogue between these various stakeholders will be essential for the growth of China’s green finance market.

Source: This is an excerpt from China Water Risk article “Key Takeaways From The 5th China SIF Conference” 
by Dr Guo Peiyuan of SynTao Green Finance, January 2018
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WATER RISK IN CHINA A TOP CONCERN AMONG MAINSTREAM INVESTORS

Mainstream investors’ concern over water risk is clear in China Water Risk’s (CWR) report “Toward Water Risk Valuation” (TWRV), 
published in September 2016. 

The report adopted three approaches to quantify water risks for 10 coal & power listed companies and asked 70 plus investment 
professionals/asset owners across various asset types from more than 50 financial institutions/funds for their feedback on the results. 
Of those surveyed, only 23% categorised themselves as Socially Responsible Investing (SRI) investors, showing that mainstream 
investors are also concerned. Positively, despite the mainstream investor majority, 45% said they wanted to embed water risk in their 
valuation models (see chart below).

Before doing the survey 48% of investors said they were worried about water risk. Yet, 61-90% had “never heard of” the currently 
available water risk tools; only 0-4% regularly use the tools (see left in graphic below). 

After the survey, 83% of investors said they were worried about water risk, a 35% increase from the start. And 49% said they will use 
the existing water risk tools to quantify risks (see right in graphic below). 

Investor’s degree of concern varied across water risk types. It turns out that regulatory risk is the No. 1 Investor concern. They view this 
risk to be tangible, material and immediate. Indeed, 73% of Investors view the cost of compliance to tighter water regulations as material 
with the rest saying it depends on enforcement. 

48%

45%

35%

31%

25%

24%

Worried about water risks

To embed water risks in valuation models

To engage with companies

To embed water risks in ESG scores

Seeking strategic opportunities

Curiosity

Before we start, why are you doing the survey?

Note: multiple choices possible

Doing Survey 
because worried 
about water risk

Use tools
available 
regularly

More worried 
about water risks 
after seeing the results

Will use 
existing tools 
to quantify risks

AFTERBEFORE
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As a result of potential material impacts, over 90% of investors also want to see water disclosure at a facility levels. After all, water risk 
is greatly impacted by location. However, of the 10 coal and power companies that CWR analysed in the report, none disclosed any 
water data at a facility level. This will have been disappointing for the 78% of investors that want mandatory facility-level disclosure of 
water use amounts (see chart below). 

That said, although investors want more ESG disclosure, they specifically want decision-relevant disclosure. Ultimately, the quality of 
disclosure underpins the exercise. Indeed, 96% of investors said they want to see more of complete and consistent voluntary disclosure 
from companies (see chart below). 

While voluntary disclosure guidelines can help achieve complete and consistent disclosure, Investors say stock exchanges could 
help. In general, 86% of Investors would like to see “mandatory disclosure required by exchanges”. The 10 coal and power companies 
analysed are listed on four major global exchanges including the Hong Kong Stock Exchange, the Shanghai Stock Exchange, the New 
York Stock Exchange and the London Stock Exchange, so there could be clear impact if these exchanges were to act. For more see the 
full report accessible online or via the QR code below.

CHINA WATER RISK REPORT, “TOWARD WATER RISK VALUATION”, SEPTEMBER 2016

Source: China Water Risk report, “Toward Water Risk Valuation”, September 2016

96%

94%

78%

Complete & consistent voluntary
disclosure from companies

Better accounting for water
quality risks

Better documentation
of reputational risk

Investors would like to see more of...
When asked, 96% of Investors want 
complete & consistent voluntary 
disclosure from companies.

As for water pollution, 94% of 
Investors want better accounting for 
risks associated with water quality…

…by extension, 78% want better 
documentation of reputational risk.

22%

78%

22%

78%

Within yes -
Voluntary

Within yes -
Mandatory

Coal mining Power generation

Should water used disclosure be voluntary or mandatory?
Out of Investors who want water use disclosure at the facility level

coal_p.indd   1 24/8/2016   17:38 coal_chi_p.indd   1 13/9/2016   22:00
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INCREASING MOMENTUM ON ERA DRIVEN BY CHINA’S 
NEW REGULATORY LANDSCAPE

As stated in CWR’s TWRV report, “Historically, measuring impact on the environment has been 
largely been driven by NGOs, IGOs corporates and investors pushing for better environmental 
stewardship. This led to a discussion on valuing natural capital to assess the “true cost” of production 
to the corporate. The development of shadow pricing methodologies thus ensued, as well as a rise 
in sustainability reports. 

However, things are progressively changing as environmental risks, be they physical or regulatory, 
are becoming more material. In a vicious cycle, it is no longer only about accounting for businesses’ 
impact on the environment; but the environment is also now impacting the ability of businesses 
to operate.”

And indeed, China’s new regulatory landscape with its amended environmental protection law, as 
well as the air & water pollution laws mean the materiality of these risks are so that the conversation 
in China has passed natural capital accounting into Environmental Risk Analysis (ERA). This is 
necessary as China has said that it wants to account for environmental and water risks in its credit 
lending policies. ERA is now a global discussion.

ERA was identified as an important cross-cutting theme for green finance by the G20 Green 
Finance Study Group (GFSG) in 2016. The GFSG was set up during China’s Presidency of the G20 
in 201639 and is co-chaired by China and the United Kingdom. ERA’s priority status is not surprising 
given the feedback the GFSG received from the private sector on their challenges in identifying and 
quantifying environmental risks40.  

ERA is essentially the next step after ESG disclosure, how environmental, water & climate risks 
will be embedded in the financial system and thus key to building a resilient global financial system. 

In 2017 the GFSG conducted a global study on current ERA practices adopted by bankers, insurers, 
asset managers, rating agencies and research bodies. We look at efforts by banks in the next 
section. A key finding from the study is that the appropriateness of risk analysis tools and associated 
metrics may depend upon four main factors:

1.  Risk type (e.g. market, credit, business);
2.  Risk factors financial institutions are exposed to (e.g. physical/transition risks);
3.  The size of direct and indirect exposure to the specific environmental risk; and
4.  Key country/sector-specific factors41. 

As the 2017 G20 reports says, momentum on ERA is growing but is not yet widespread. An increasing 
range of environmental issues are being considered from air pollution to decarbonisation pathways 
and natural hazards to water stress. Analysis of these issues is finding non-linear and disruptive 
financial impacts. In addition, new classes of assets (such as sovereign bonds) are coming into 
focus as potentially vulnerable. The GFSG will continue to develop ERA going forward and has 
listed key challenges and priorities, as well as options for encouraging voluntary adoption of ERA. 

Environmental Risk Analysis (ERA) describes a portfolio of analytical tools and methodologies that 
could enable financial decision-makers to assess the financial implications of environmental risks and 
to integrate environmental risk into risk management and asset allocation decision-making.

2017 G20 Green Finance Synthesis Report, July 2017

Materiality of these risks in 
China has passed natural 
capital accounting into ERA

ERA identified by G20 GFSG 
as top priority…

…ERA with ESG key to a 
resilient financial system

ERA is growing but is not 
yet widespread
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BANKS EXPLORING HOW TO EMBED ENVIRONMENTAL, 
WATER & CLIMATE RISKS

As mentioned China wants to embed environmental and water risks into its credit lending policies 
and so its banks are now exploring how to do this and generally embed environmental, water and 
climate risk into its financial system (more on this in chapter two). Banks in other countries are also 
exploring how to do this. This is encouraging since bank’s long-term loan portfolios and projects 
mean they are exposed to these risks, previously likely considered as externalities. Below are some 
of the efforts by banks from around the world42:

•  Brazil: Measuring the exposure of the Brazilian banking system to environmental risks;

•  China: Stress testing the impact of environmental factors on a Chinese commercial bank’s  
   credit risk. This is being done by the Industrial and Commercial Bank of China, one of the 
   country’s main banks43;

•  Italy: Using stress testing and ratings models to align risk analysis with a 2°C climate 
   scenario; and

•  United Arab Emirates: Integrating environmental risk, including technology change into credit 
   approval processes in the Gulf. 

Banks from China to the UAE 
are exploring how to embed & 
value environ & water risks…

…China wants to embed 
environ & water risks into 
its credit lending policies

Banking in the Age of Water Risk

Below are 5 key excerpts from the article “Banking in the Age of Water Risk”:

Environmental risks are becoming more material. In a vicious cycle, it is not just businesses which impact the environment, but the 
environment is also now affecting the ability of businesses to operate;

Water risks know no borders. Thanks to trade and intricately linked supply chains, physical risks, say a flood or a drought in China could 
disrupt production. Similarly, a policy shift in China also has global implications. Supply chains should also be mapped and assessed for 
water risks as a step toward “waterproofing exposure”;

Banks with long term loan portfolios/project finance do not have the luxury of short term investment horizons of hedge funds. Their loan 
books could be exposed to these water-related risks, which are likely material;

In an increasingly resource constrained world, we need to tackle these now. Accelerating financial flows to fund sustainable development 
is one way. Check out the short report released by UNEP Inquiry directed at policymakers to address major gaps in SDG funding; and

Directing capital responsibly is another way forward. The GFSG and PRI can help us ensuring that we “lend/invest right”. Frameworks 
like the one published this month by Trucost and Golden Credit Rating, one of China’s key credit rating agencies together with support 
from China’s Green Finance Committee are a good start. There is also PRI’s “A Practical Guide to ESG Integration for Equity investing”.

Source: This is an excerpt from China Water Risk article “Banking in the Age of Water Risk” by Debra Tan, September 2016 
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RISK-ACTION GAP RAISES FIDUCIARY DUTY QUESTIONS

While the finance sector is acting, the gap between their actions and the risks raise questions 
around fiduciary duty. 

The definition of “breach of fiduciary duty” according to the Cambridge Dictionary is: a failure to 
responsibly manage money that someone else has trusted you to keep safe44.

In order to keep something “safe” one must identify & mitigate risks and as shown previously, 
environmental and water related risks are material. So, if corporate directors, investors or banks 
are not taking these into account – which the majority are not – it can be said that they are not 
“responsibly managing money” or keeping it “safe” and are thus in breach of their fiduciary duty. 

In CWR’s investor survey, despite 83% of investors expressing concern, only 37% had completed 
a water risk assessment recently. Moreover, 61-90% had “never heard of” the available water risk 
assessment tools and only 0-4% regularly use them. These include the “Water Risk Valuation Tool”, 
developed by Bloomberg as part of their ESG suite and the CDP Water report. 

The notion that one could be in breach of their fiduciary duty if not considering ESG factors was first 
raised in 2005 in a report commissioned by the UNPRI that concluded that integrating ESG factors 
in the investment process is “clearly permissible and is arguably required45”. 

A follow-up report in 2015 found that despite progress on ESG integration many investors have 
yet to fully integrate ESG factors into their investment decision making process46. Reasons for this 
include outdated perceptions about fiduciary duty and long-term responsible investment. Moreover, 
asset managers have often cited fiduciary duty as a reason for not incorporating ESG factors. 

Underlying causes for the slow integration of ESG include lack of clarity around how to integrate and 
lack of incentives or requirement to do so. Read about the Shanghai roundtable as part of UNPRI’s 
global roadshow on their report in the excerpt below. SynTao Green Finance was a co-host.

As seen in this chapter, environmental and water risks are clearly persistent and material. Also 
clear, is the broad action from finance on these risks, though questions on fiduciary duty remain. 
However, for environmental and water risks to be identified, valued and managed, quality, consistent 
and decision relevant disclosure is needed. In the next chapter we look at the levels of disclosure in 
China and globally, as well as the role stock exchanges can play in driving levels up.

Fiduciary Duty in the 21st Century: Shanghai Roundtable

Following their publication of “Fiduciary Duty in the 21st Century”, UNPRI with other co-authors went on a global roadshow hosting events on the 
report and topic. This included a roundtable in Shanghai in July 2016 where SynTao Green Finance was a co-host. Dr Guo Peiyuan, Chairman of 
SynTao Green Finance moderated a panel discussion with representatives from the Shanghai Exchange, Chinese Academy of Social Sciences, 
Aegon-Industrial Fund and China Water Risk. The panel topic was “Fiduciary duty in the 21st Century: Perspectives on responsible investment”.

Over 70 individuals from asset management companies, banks, securities, enterprises, academies, consultancies and social organisations 
participated. Discussion focused on the current situation and challenges of integrating ESG in Chinese capital markets.

Other co-hosts of the event were UNEP Finance Initiative, BNP Paribas and Generation Foundation.   

…if directors/investors 
aren’t accounting for environ 
risks, are they breaching 
fiduciary duty?

…83% of investors express 
concern but only 37% 
completed a water risk 
assessment…

Study finds outdated 
perceptions, lack of clarity & 
incentives as causes for slow 
ESG integration
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ESG DISCLOSURE: WHERE IN THE WORLD IS CHINA?

ESG reporting levels have increased at a rapid pace from its niche start. According to GRI, the number of 
sustainability reports in their database has increased from 12 in 1999 to 6,704 reports in 2016, a robust 45% CAGR.  

China in particular has had an epic rise. It has gone from its first sustainability report in 2000 to 652 reports in 
2016; 100+ more than the US in 2016 and 300+ than the UK & Northern Ireland combined. However, there is still 
a long way to go before sustainability reporting becomes global mainstream practice.

It is not simply more disclosure that is needed but more consistent and decision-relevant disclosure. Investors 
in CWR’s survey say better accounting for water quality risks is just as important as complete & consistent 
disclosure: 94% vs 96%.

Various exchanges around the world are acting, but the key issue is around voluntary versus mandatory 
environmental disclosure. The majority of exchanges have a voluntary guide or a “comply or explain” directive, 
which is thus at the discretion of the individual company and does not effectively tackle the issue around mandatory 
or consistent disclosure.

China’s stock exchanges have been pushing CSR/Sustainability related disclosure since as early as 2006. In 
August 2016 China released an Opinion that means that its exchanges will move to mandatory environmental 
disclosure and recently a tentative 2020 deadline has been discussed.

Mandatory requirements for environmental disclosure ESG can help achieve mainstream relevant and consistent 
disclosure, and stock exchanges are in prime position to drive this. Investors surveyed by CWR feel that stock 
exchanges can do more with 86% wanting to see “mandatory disclosure required by exchanges”.

Meanwhile, the Hong Kong & Singapore exchanges have a ‘comply or explain’ provision, New York links 
to a guide and London also has a guide, as well as extra disclosure requirements through the Companies 
Disclosure Act.

In addition to moving to mandatory disclosure, China is also moving to more environment-weighted performance 
metrics and is encouraging disclosure innovations like PAED. We explore how much and what Chinese companies 
are disclosing on the environment in chapter three. 

• 

•
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•
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CHINA’S EPIC RISE IN GLOBAL DISCLOSURE; BUT STILL
A WAY TO GO FOR ALL

A comparison of historic sustainability report issuance for China vs the United Kingdom & Northern 
Ireland (combined) and the United States shows China’s epic rise. China has gone from its first 
sustainability report in 2000 to 652 reports in 2016; 100+ more than the US in 2016 and 300+ than 
the UK & Northern Ireland. This can be seen in the chart below.

Other key points from the chart are:

•  China’s epic rise started between 2009 and 2010 when the number of sustainability reports 
   notably started to trend up. This trend continued until 2016 with China surpassing the UK & 
   N. Ireland in 2011 and the US in 2016; and

•  China is the only country of the three to strongly buck the slowing trend from 2014 to 2016.

These points are not surprising given that China is moving towards mandatory environmental 
disclosure for its exchanges (more on this in the next section) and that Chinese companies are in 
close proximity to or among some of the greatest environmental risks with severe air, water and soil 
pollution in China. Not only are they feeling the impacts from this pollution but also the stringent 
regulations the Chinese government is implementing to clean-up. Businesses are shutting down, 
facing unlimited daily fines and even jail time for violations. Additionally, public concern over pollution 
is high, adding pressure over reputational risk and the social licence to operate for businesses.

In its war against pollution and to allay societal unrest concerns, the Chinese government will likely 
continue introduce more regulations and increase enforcement of existing ones. An example is 
the Water Pollution Prevention and Control Law, which came into effect on 1 January 2018. This 
allows the government to more vigorously go after water polluters, as it has done with air pollution. 
Another key law is the Environmental Protection Tax Law, also in force since 1 January 2018. More 
on China’s war on pollution in the next page.

China has gone from its 1st 
sustainability report in 2000 to 
652 reports in 2016; more than 
the US & UK…

…China’s rapid growth is not 
surprising given the county’s 
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…stringent pollution 
regulations like new 
Water Law will continue 
to drive disclosure
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China’s war on pollution: actions to mitigate environmental & water risks

In May 2013 Chinese President Xi Jinping pledged that China will not sacrifice the environment for economic growth and called for all-
round efforts to conserve resources and curb pollution. In March 2014 Premier Li Keqiang declared “war on pollution”. The driver for 
these bold declarations is severe and rampant environment, water and soil pollution across the country. 

Tianjin authorities closed highways and grounded flights in December 2016 due to a smog blanket over the city. At the same time a five 
day warning about choking smog across Northeast China was issued. Factories were ordered to shut and residents recommended to 
remain indoors. 

As for water, according to the 2015 State of Environment report, China’s groundwater in the “bad” and “very bad” categories accounted 
for 61.3%. That was the fifth consecutive year groundwater quality worsened. According to the 2016 State of Environment Report, 
groundwater in the “bad” and “very bad” categories accounted for 60.1%, a small improvement on the previous year but still serious. As 
for rivers, overall quality of China’s major seven rivers improved slightly over both reports except for the Songhua River. It is important 
to note that the number of monitoring sites increased markedly by 2016, thus the data between the two years is not directly comparable 
but does show general trends. 
 
China is making comprehensive efforts in this war on pollution, attacking air, water and soil pollution. Indeed, a pollution prevention and 
control action plan for each of the three pollution areas has been released. Follow-up laws that give more teeth to enforcers have been 
released for air and water. The soil law is on its way but has yet to be passed–expected to be on 2018. In 2016, 124,000 companies 
were punished for environmental violations; fines totalled RMB6.6 billion, a 56% increase y-o-y. 

China isn’t only using sticks to tackle environmental and water risk but also carrots. By 2020 China sees its green sector growing to 
3% of GDP. This means a growth from RMB4.5 trillion to more than RMB10 trillion. There are various linked incentives and subsidies. 

While sticks and carrots have benefits, China is also looking how to best mitigate environmental and water risks with a mid- to long-
term outlook, essentially changing the way the economy interfaces with the environment. An example, its pilot on wastewater discharge 
permits and water use permits, which allocate a specific quota for a company. If a company needs more water or to increase its 
wastewater discharge it must secure this from another company’s quota who is willing to sell it. The plan is to roll out this permit system 
nationwide. Meanwhile, China has also launched its nationwide carbon trading market and updated its Water Resource Tax System.

Turning to finance, State Council released a credit evaluation network. Companies are included in this through the “Enterprise 
Environmental Credit Evaluation” aspect, which will eventually determine a credit rating for each enterprise according to various key 
areas. Currently the environment is not included but there are talks that it may. The credit rating of the enterprise will be made available 
to banks and is intended to impact their financial decisions regarding the company (higher loan rate etc.). China’s move to mandatory 
environmental disclosure will help provide further information for banks and financial institutions.   

Clearly China is fighting pollution on many fronts with stringent sticks and juicy carrots, as well as ambitious targets and deadlines. Time 
will tell how these efforts fair.

Source: http://news.xinhuanet.com/english/china/2013-05/24/c_132406763.htm, China Water Risk article, “War on Water Pollution”, by Debra Tan, March 2014, http://www.
reuters.com/article/us-china-pollution-tianjin-idUSKBN1470C4?, China Water Risk article, “2016 State of Environment Report Review”, by China Water Risk, June 2017, 

http://en.xfafinance.com/html/Industries/Utilities/2017/310733.shtml, China Water Risk article, “Water Permits: How to Get Water in China”, by China Water Risk, 
November 2014, http://www.reuters.com/article/us-china-environment-gdp-idUSKBN13O08N?,  http://www.gsxt.gov.cn/corp-query-homepage.html
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At the global level, ESG disclosure levels have also increased at a rapid pace from a niche start. 
According to GRI, the number of sustainability reports in their database has increased from 12 in 
1999 to 6,704 reports in 2016, a robust 42% compound annual growth rate (CAGR). This can be 
seen in the chart below. 

While the increasing level of sustainability reports is encouraging, there is still a long way to go 
before it becomes mainstream practice. 

Hopefully data like that from CDP’s water report will fast track mainstream corporate adoption. The 
report found that more than quarter of companies reporting in 2016 say they experienced detrimental 
impacts from water during the year, with total reported financial impacts of USD14 billion; a five-fold 
increase from 201547. In addition, companies expect over half of the 4,416 water risks they identified 
to materialise within the next six years.

While there are clear risks, disclosure also highlights opportunities. CDP’s 2016 Climate Report 
found that 62 companies achieved impressive growth figures while reducing their Green House Gas 
(GHG) emissions in absolute terms48.

To be clear, it is not simply more disclosure that is needed but more decision-relevant and consistent 
disclosure. 

Sustainability reports have 
increased from 12 in 1999 
to 6,700+ in 2016…

...not just more needed 
but consistent & decision-
relevant disclosure

…but still a long way 
before mainstream

Data increasingly showing 
why water disclosure is key 
to corporate success…

…disclosure identifies both 
risks & opportunities
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“There is no question that the boardrooms of many major companies now realise that if they want to 
survive and thrive, they must change their corporate culture and mindset about the use of water.”

Asit Biswas, Distinguished Visiting Professor at the Lee Kuan Yew School for Public Policy, 
China Water Risk article “Managing the World’s Liquid Asset – Water”, September 2016
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MORE RELEVANT & CONSISTENT DISCLOSURE NEEDED

Indeed, there is increasing global discussion on the need for disclosure to be more decision-relevant 
and consistent, to move beyond “boilerplate” disclosure. 

This need for more than boilerplate disclosure was emphasised in CWR’s TWRV report where 
Investors say better accounting for water quality risks is just as important as complete and consistent 
disclosure: 94% vs 96% (see chart below). 

And for water, location specific data is part of decision-relevant and consistent disclosure. More than 
90% of Investors want to see more information at the facility level. Yet, none of the ten companies in 
CWR’s report disclosed environmental information at the asset level. 

Global convo pushing 
for beyond ‘boilerplate’ 
disclosure…

…96% of investors think 
complete & consistent 
disclosure is important…

…location specific water 
data important for decision-
relevant disclosure…

…>90% of Investors want it

“The majority of these sustainability topics are currently addressed in the filing, but more than 50% of 
that disclosure is boilerplate. Boilerplate meets the letter of the law, but it doesn’t meet investor needs. 
There’s a disconnect. 

Investor demand for this is not going away. Investors are increasingly saying that sustainability 
information is material and they ought to have access to it…”

Jean Rogers, Sustainability Accounting Standards Board (SASB) Founder, “The Next Phase in Sustainability 
Disclosure is Coming, Says SASB’s Rogers” Bloomberg Sustainable Finance Brief, 11 October 2017

3%

92%

6%

4%

91%

4%

No

Neutral

Yes

Others

Coal Mining Power Generation

Would you like companies to disclose water use at facility level?

Source: China Water Risk report, “Toward Water Risk Valuation”, September 2016

96%

94%

78%

Complete & consistent voluntary
disclosure from companies

Better accounting for water
quality risks

Better documentation
of reputational risk

Investors would like to see more of...
When asked, 96% of Investors want 
complete & consistent voluntary 
disclosure from companies.

As for water pollution, 94% of 
Investors want better accounting for 
risks associated with water quality…

…by extension, 78% want better 
documentation of reputational risk.

Source: China Water Risk report, “Toward Water Risk Valuation”, September 2016
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Indeed, relevant and consistent disclosure are key aspects of ESG disclosure frameworks: 

•  GRI: says its guidelines help companies “generate reliable, relevant and standardized 
   information with which to assess opportunities and risks, and enable more informed decision-
   making”49; and
•  CDP: aims to “provide consistent performance data enabling comparisons within and 
   between sectors”50. 

Another challenge for companies is as simple as whether to disclose or not, as the presence or 
absence of disclosure is a signal to investors and other stakeholders in itself. Questions around the 
operations and risk assessments of companies can be called into question. We talk more about 
challenges in disclosure in chapter three.

Mandatory requirements to disclose environment information would obviously help achieve 
mainstream relevant and consistent disclosure, and stock exchanges are in prime position to drive 
this. As shown in the next section, some stock exchanges across the world are acting on this front, 
mostly with a “comply or explain” approach but is this sufficient? 

INVESTORS WANT MANDATORY DISCLOSURE REQUIREMENT 
BY EXCHANGES

Investors in CWR’s survey were clear, they feel that stock exchanges can do more with 86% wanting 
to see “mandatory disclosure required by exchanges”. This sentiment has also been seen among 
other investors, including Blackrock, Rockefeller & Co., and others who in April 2013 proposed a 
standard requiring companies to disclose environmental and social data in annual financial filings in 
order to be listed on global stock exchanges51.  

More recently, major investor advocates like US SIF and UNPRI pushed the US Securities and 
Exchange Commission to require annual, uniform sustainability reporting from public companies52,53. 

China is leading this move to mandatory environmental disclosure. It has to have mandatory 
disclosure in order to progress its ERA work and embed environmental risk into its credit lending 
policies, as it has said it wants to. We look at this move and actions by other key global exchanges 
in the next section.

…but mandatory disclosure 
would help more…

86% of investors want 
mandatory disclosure 
requirement by exchanges…

…China leads move to 
mandatory disclosure

“A company’s commitment to ESG efforts is a key indicator of how it approaches risks and 
opportunities…

…If a company is not properly assessing the risks in this area, it raises the question in my mind: 
What risks are they assessing in day-to-day business operations?”

Clifton Robbins, founder of Blue Harbour (which managed ~USD3.5 billion as of 31 December 2016) 
as quoted in Bloomberg Briefs: Sustainable Finance, 4 May 2017

…stock exchanges in position 
to drive
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CHINA LEADS MOVE TO MANDATORY ENVIRONMENTAL DISCLOSURE 

Recognising the immediacy and significance of the environmental and water risks it faces, the 
Chinese government has been advancing its work on disclosure over the last several years. More 
on its actions below. 

China’s two exchanges (Shanghai & Shenzhen) have been pushing CSR/sustainability related 
disclosure since 2006. The Shenzhen Stock Exchange in September 2006 released the ‘Social 
Responsibility Instructions to Listed Companies’57. Then the Shanghai Stock Exchange in 2008 
issued the ‘Notice on Strengthening Listed Companies’ Assumption of Social Responsibility’ and 
the ‘Guidelines on Listed Companies’ Environmental Information Disclosure’58. Both exchanges 
have CSR related indices and participated in the UN Sustainable Stock Exchange Initiative in 2017 
(see a brief history of environmental disclosure in China on the following full-page excerpt).

Then, in August 2016, China released the ‘Guiding Opinions on Establishing a Green Finance 
System’, which states that China will “gradually establish and improve the listed companies and 
bond companies’ mandatory environmental information disclosure system”54. This meant that 
China’s two stock exchanges were to move towards mandatory environmental disclosure. Since 
then a tentative 2020 deadline has been announced55. A mandatory information disclosure system 
will be established in three steps before 202056. Part of this system is already underway, led by 
the China Securities Regulatory Commission. In 2017, key polluting companies were required to 
disclose environmental information. Then in 2018, other additional companies have been required to 
either disclosure environmental information or to explain the lack of disclosure, similar to that of the 
“comply or explain” directive of the Hong Kong Stock Exchange. Then finally in 2020 (the tentative 
deadline), all Chinese listco’s will need to disclosure environmental information.  

Another regulation to note is the Central Committee of the Communist Party’s ‘Decision on Some 
Major Issues Concerning Comprehensively Deepening the Reform’ in 2013 that stated “we will 
improve the development progress evaluation system and correct the bias of evaluating political 
achievements merely by the economic growth rate. We will increase the weight of other evaluation 
indicators such as resources consumption, environmental damage, ecological benefits, excess 
production....”.

Building on these, in 2014, ten ministries jointly issued the ‘Work Plan on Implementing Assessment 
of the Most Stringent Water Management System’. This Plan states that the results of water 
assessments will be a performance indicator for the evaluation of provinces and provincial 
government leaders. Moreover, provinces with outstanding performance will be given priority in 
relevant future projects; while, those who fail the assessment, need to report to the State Council 
setting out corrective measures in writing within one month of the failed assessment.

While pushing disclosure, the government is also working to increase transparency. In 2016, as the 
result of a series of environment related regulations and standards, new and improved transparent 
information platforms were announced. Additionally, as part of the ‘13FYP on Ecological Environment 
Protection’ poor performing companies will be publicly blacklisted on national information platforms59. 
These platforms will build on existing MEP blacklists. 

Chinese govt has been 
pushing greater environ 
disclosure for years…

…transparency also 
increasing 

Govt officials & provinces 
now scored on their 
environ performance

…in 2016 announced moving 
to mandatory disclosure…

…2020 deadline given
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ESG reporting in China: A brief history

The notion of ESG and sustainability are not new in China but over the last several years have evolved and become more mainstream. 
The Chinese government first formally included the concept of CSR in legislation in January 2006 when it revised the Chinese corporate 
law. Then in 2008, the State-owned Assets Supervision and Administration Commission of the State Council (SASAC) of China 
issued the ‘Guidelines to the State-owned Enterprises Directly Managed under the Central Government on Fulfilling Corporate Social 
Responsibilities’. SASAC then further mandated all central-level State-Owned Enterprises (SOEs) under its supervision publish their 
first CSR report by the end of 2012. 

Going beyond SOEs, the Corporate Social Responsibility Research Centre of the Chinese Academy of Social Sciences (CASS) was 
established in February 2008. In December 2009, it released the ‘Guidelines on Corporate Social Responsibility Reporting for Chinese 
Enterprises (CASS-CSR)’. The Guidelines are now in their third edition with the fourth edition, CASS-CSR 4.0, was expected around 
May 2017 but has not yet been released. 

CASS-CSR 1.0 (C1.0) and CASS-CSR 2.0 (C2.0) were essentially introductions to CSR reporting that focused on telling users what a 
CSR report is and the relevant aspects to include when drafting. Having established a baseline, the third edition, CASS-CSR 3.0 (C3.0), 
focused more on improving reports by turning attention to CSR related management or what it refers to as “whole life cycle management 
of CSR report”. C3.0 also went from a one-size-fits-all guide to a series of different size guides and introduced the “China CSR Rating 
System”, which focuses on guarantees and third party audits.

Also important in C3.0 is the mention of international disclosure standards, which includes two new aims. These are: 1) integrating 
international and local standards, and 2) adapting to international CSR reporting standards such as GRI’s Guidelines.  

Beyond CASS-CSR guidelines

In addition to the CASS-CSR guidelines, China has other ESG disclosure frameworks. These include the three GB/T standards (see 
below) released by the General Administration of Quality Supervision, Inspection and Quarantine and the Standardization Administration.  
These standards are only recommendations:

•  GB/T 36000-2015: Guidelines for the Preparation of Social Responsibility Reports;
•  GB/T 36001-2015: Social Responsibility Performance Classification Guidelines; and
•  GB/T 36002-2015: Combination of 3 social responsibility related Standards.

Industries also have their own frameworks, most of which are designed by the respective industry association. Some examples include:

•  Guidelines on Corporate Social Responsibility for Banking and Financial Institutions in China;
•  Social Responsibility Guide for China Industrial Enterprises and Industry Association; and
•  Corporate Social Responsibility Outline of Textile and Apparel Enterprises in China.

Then, there is also SynTao’s MQI Guidelines that provide guidance for companies looking to complete a CSR report. 

Source: SynTao report, “A Journey to Discover Values – A Study of Corporate Social Responsibility Reporting in China 2012-2013” June 2015,  
http://www.cass-csr.org/#, http://www.xfrb.com.cn/area/henan/gongyicishan/2016-09-14/141405.html, 

GRI report “Linking CASS-CSR 3.0 And GRI’s G4 Sustainability Reporting Guidelines, August 2014
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Other exchanges around the world are also acting on environmental disclosure (see table below for 
review of actions by key global exchanges). However, the key issue of voluntary versus mandatory 
disclosure remains. Most of these exchanges have a voluntary guide or a “comply or explain” 
directive, which is thus at the discretion of the individual company and does not effectively tackle the 
issue around mandatory or consistent disclosure. 

According to Corporate Knights 2017 report, “All top-10- ranked exchanges in this year’s ranking have 
at least one mandatory, prescriptive and broad policy instrument designed to regulate sustainability 
disclosure that is in force in the jurisdiction where they operate; this is similar to the finding made 
with last year’s top 1060.” 

More details on these exchanges below:

•  The Hong Kong & Singapore Stock Exchange: The HKEx in December 2015 upgraded 
   its ESG reporting Guide in its listing rules so that issuers must report environmental key 
   performance indicators (KPIs) in their annual reports or ESG reports in accordance with 
   the “comply or explain” provision61. Meanwhile, SSE in June 2016 introduced new rules 
   on sustainability reporting, which included a “comply or explain” directive62, as well as new 
   sustainability indices63;

•  The New York Stock Exchange: does not require ESG reporting nor does it have its own 
   ESG guide but does provides a link to the ‘Exchange Guidance & Recommendation” from the 
   World Federation of Exchanges’64. It does however have sustainability related indices; and

•  The London Stock Exchange: changes in 2013 to the Companies Act 2006 mean extra 
   reporting on GHG, human rights and diversity within the front half of the annual report. More 
   recently, in February 2017 the London Stock Exchange Group issued guidance detailing how 
   it expects companies to report on ESG metrics. The Group says this is in response to “ESG 
   considerations increasingly part of investment decisions” and “investors demanding more 
   consistent reporting of ESG data”65. 

…HK & Singapore 
have ‘comply or explain’ 
directives…

…London in 2017 issued 
a guide on ESG metrics 
following investor demand

…NY does not require 
ESG reporting…

Exchange

Hong Kong (HKEx)

London (LSE)
(as part of LSE Group)

New York (NYSE)

Shanghai (SSE)

Shenzhen (SZSE)

Singapore (SGX)

Total Market 

Cap (USDbn)*

3,193

3,496

19,573

4,104

3,217

650

No. of Co’s

Listed*

1,973

2,588

2,307

1,182

1,870

757

ESG requirement for Listco’s

Comply or Explain

Yes **

None

None - but moving to mandatory

None - but moving to mandatory

Comply or Explain

Date

Introduced

Dec-15

n/a

n/a

Aug-16

Aug-16

Jun-16

Offers ESG

Guidance

Yes

Yes

No

Yes

Yes

Yes

Does it have

Sustainable

Indices

Yes

Yes

Yes

Yes

Yes

Yes

Sust. Disc.

Ranking

2017 ***

24

4

35

27

37

16

Sust. Disc.

Ranking y-o-y

change***

-

4

-9

-12

6

2

OVERVIEW ESG CONSIDERATIONS

Overview of Key Stock Exchanges Actions on Environmental Disclosure

*As of Dec 2016
**Listing rules are set by the regulator not the LSE. In the UK the changes to the Companies Act 2006 mean extra reporting on GHG, human rights & diversity 
within the front half of the annual report
***Ranking sourced from Corporate Knights report “Measuring Sustainability Disclosure - Ranking the World’s Stock Exchanges” July 2016 & September 2017
Source: China Water Risk, Sustainable Stock Exchange website, respective stock exchange websites, Corporate Knights reports
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In the Corporate Knights 2017 report, the top ranked exchanges are largely in Northern Europe: 
No. 1 is Helsinki, No. 2 Stockholm, No. 5 Oslo, No. 6 Amsterdam and No. 8 Copenhagen. The 
Nasdaq’s Nordic and Baltic exchanges in Stockholm, Helsinki, Copenhagen, Iceland, Tallinn, Riga 
and Vilnius launched their ESG Reporting Guide in March 201766. However, this is currently a 
voluntary initiative only. 

The only top ranked Asian exchange is that Thailand, which is ranked No.10. The two Chinese 
exchanges, Shanghai & Shenzhen, ranked No. 27 & No. 37 out of 55. Clearly there is room for more 
efforts from exchanges in Asia.

CHINA ENCOURAGING INNOVATIONS IN DISCLOSURE

Along with increased levels of environmental and water related disclosure, transparency and the 
ease of accessing such information is getting easier thanks to innovations in disclosure. These 
include the before mentioned MEP and other government departments disclosure platforms, as well 
as the Institute of Public & Environmental Affairs (IPE) in China. IPE operates a real-time database 
and maps with data on air equality & emissions, water emissions and wastewater emissions (see 
below left image). Consequently, companies exceeding their discharge volumes or emissions 
amounts can easily be identified. IPE recently released a new feature of their map which shows the 
brands sourcing from manufacturers (see below right image).

Another disclosure innovation, though not all that new but that has received more attention recently, 
is the use of publicly available environmental data (PAED). This is the second priority of the GFSG 
for 201767. 

China has been experimenting with PAED for the last twenty years68. One example of PAED is 
the corporate environmental rating system in Jiangsu province, which assigns a company a colour 
from a five colour rating spectrum depending on their performance. Jiangsu is also using PAED to 
determine the price a company pays for water and power. See more on this rating system in excerpt 
box on the following page.

Top ranked exchanges 
dominantly in N. Europe; only 
Asian in Top 10 is Thailand…

Disclosure innovations in 
China are easing access to 
environ data

…Shanghai ranked No.27 
& Shenzhen ranked No. 37 

...China has been 
experimenting with PAED 
for 2 decades…

…Jiangsu province includes 
PAED in its rating system

Wastewater Emissions Map by IPE

Source: IPE website (accessed 6 November 2017) Source: IPE
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China’s move towards greater environmental disclosure aligns with the country’s ‘War on Pollution’ 
and aim of becoming a ‘Beautiful China’ - “where the skies are blue, the land is green and the water 
runs clear”. Both mentioned by Premier Li Keqiang in his annual work report speech given in March 
2014 and March 2016, respectively. 

As shown, the Chinese government, NGOs and others are takings steps to push for better 
environmental and water data disclosure but what about Chinese companies? How much are they 
disclosing? In the next chapter we look at the status of environmental and water disclosure among 
Chinese companies across six sectors: agriculture, automobile manufacturing, coal, electricity, oil 
& gas and smelting.

The Chinese govt, NGOs & 
others are pushing for greater 
environ disclosure but what 
about co’s?

Corporate Environmental Rating System in Jiangsu Province

Raising Quality

The sharing of environmental data by the environmental authorities has played a hugely positive role in the development of green finance, and 
in particular in green lending by commercial banks. But there are also challenges.

The information shared is primarily lists of companies guilty of breaches of environmental law – the data is commonly referred to as a blacklist. 
But the data often lacks information on the gravity of the breach and is purely negative. Problematic companies can be filtered out, but there 
is no way to identify the companies that are doing well. Sometimes financial bodies acquire the information but lack the specialists to interpret 
and apply it.

To solve these issues the environmental authorities in some provinces have tried a new approach in recent years: structuring data in easily 
comprehensible ways. For example, in Jiangsu a corporate environmental rating system is used, with companies rated as green, blue, yellow, 
red or black. Financial bodies can treat companies accordingly, encouraging lending to green or blue companies, monitoring existing loans to 
yellow firms, and calling in loans to red or black ones. Some provinces make it simpler, with only green, yellow and red ratings.

Future directions

The shift from the sharing of raw data to the presentation of structured information reduces the costs for financial bodies using PAED and so 
increases demand and results in much greater use. But making the best use of PAED requires linking the data with company operating costs.

Again, Jiangsu is taking the lead here – a company’s rating on the five-colour scale directly affects the price it pays for water and power, with 
firms classed as red or black paying 0.6 yuan or one yuan more per tonne of water. This has a real impact, meaning financial bodies will pay 
even more attention to environmental data and incorporate it into risk assessments and pricing.

For policymakers at the local or national level, the full use of PAED can promote the development of green finance. The government should 
refer to the four stages described above and move through these as it promotes the sharing and then structuring of environmental data, on to 
its inclusion in pricing mechanisms, and ultimately achieving a complete social and economic green transition.

Source: This is an excerpt from an article republished on China Water Risk, “China’s Increasing Use Of Public Environmental Data”, by Dr. Guo Peiyuan, April 2017. 
The article was first published on China Finance News, then edited and reprinted by chinadialogue 
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CHINA DISCLOSURE YET TO MATCH THE RISING RISKS

To determine the status of environmental disclosure by Chinese companies we conducted analyses on SynTaos’ 
MQI database of CSR disclosure by Chinese companies for 2012 to 2015. Specifically, we analysed disclosure 
on the environment and three sub-categories: energy, water and waste. This was done for 6 sectors: agriculture, 
automobile manufacturing, coal, electricity, oil & gas & smelting. While the analysis method used is not perfect, it 
does act as a benchmark and so our findings are meant as a guide.

Positively, our analysis found that environmental disclosure by Chinese companies increased y-o-y. Starting at 
43% in 2012 and increasing to 56% in 2015. However, while positive there is still clearly room for improvement. 
Especially since the majority of disclosure is either on 1 or 2 indicators of the 5 total indicators analysed. Only 2 
companies disclosed on all five indicators for the entire four year period.

The y-o-y rising trend was also found for companies’ disclosure on energy and water. Of the sub-categories, 
energy had the highest disclosure at 46%. As for water, there were only incremental increases with a 40% high. 
Interestingly, despite different growth patterns, water and energy disclosure are largely similar for the four year 
period. Disclosure on waste, while increased, only reached 11%, notably lagging the others.

At a sector level, we expected those facing greater regulatory to disclose more and the trend also holds. Analysis 
found three leaders, two mid-performers and one laggard. Coal, oil & gas and automobile manufacturing form 
the top three with environment disclosure rates of 75%, 75% and 72%, respectively. With clear and significant 
implications for air, water and soil pollution they face significant regulatory pressure thus this is not surprising. 
However, somewhat surprising since they face similar regulatory pressures is mid-performers electricity and 
smelting lagging disclosure rates of 47% & 48%, respectively. Meanwhile, agriculture is the clear laggard, 
disappointing on all fronts with only a 20% environment disclosure rate.

Company ownership also influenced disclosure rates. We found that a higher SOE composition of the sector 
largely points to higher disclosure. 

Meanwhile, we also found the majority of listco’s across exchanges have environmental disclosure rates below 
50%. This is particularly the case for SSE and SZE, where only 13% and 11% of lisco’s have equal to or above 
50% environment disclosure rates. Comparatively, HKE had 29% and Non-Greater China has 50%. China’s shift 
to mandatory disclosure should remedy the SSE and SZE findings. 

The need for environmental disclosure is clear with persistent and material environment, water and climate risks. 
However, challenges remain. We encountered three main challenges during our review: 1) incomplete data, 2) 
inconsistent data, and 3) lack of reliability. 

Mandatory decision-relevant environment disclosure, which exchanges can drive, is the way forward so that 
ESG disclosure becomes mainstream practice. It is important that we overcome the challenges and that global 
disclosure reflects the rising risks as it is key to advancing the ERA work on quantifying and valuing environmental, 
water & climate risks, and ultimately, building a resilient  global financial system.  

• 

•

•
 

•

•

•

•

•
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As discussed, China’s moves towards greater environmental and water disclosure, be it by the 
government, exchanges, NGOs and others, is on the right track, but what about Chinese companies? 
How much are they disclosing on these risks? To find out, we conducted analyses on SynTao’s MQI 
database, which has data from over 10,000 CSR reports by Chinese companies. Specifically, we 
analysed the ‘E’ disclosure and then broke it down into three subcategories: energy, water and 
waste (see table below). 

As it is too vast to analyse the entire Chinese market, we selected 6 sectors from the MQI database 
that have significant environmental impacts thus their environmental disclosure is highly relevant. 
These 6 sectors are: agriculture, automobile manufacturing, coal, electricity, oil & gas and smelting. 
To gauge the current disclosure status and identify trends, the disclosure for each sector was 
analysed for 2012 to 2015 (the most recent year in SynTao’s database at the time of analysis). 

It should be noted that the analysis method used is not perfect for the following reasons: there 
were only five relevant environment indicators common to all sectors, the number of companies per 
sector varies, answer variation allowances were made, and the quality of the data disclosed has not 
been meticulously examined. However, it does act as a benchmark for environmental disclosure by 
Chinese companies. Consequently, our findings are meant as a guide.

The table below details the indicators for each of the disclosure categories analysed.

The disclosure rate for each of the categories was determined. More details on how this was done 
below:

•  Disclosure rate = the number of companies disclosing on at least one category indicator as 
   a percentage of the total number of companies in that sector. This does not take into account 
   if a company discloses on more than one indicator. It is a simple “Disclosed” or “No 
   Disclosure” analysis.

We expected to see disclosure increase across all categories for the four year period and this is 
indeed the case. At a sector level, we expected those facing greater regulatory to disclose more and 
the trend also holds. Details on these two broad trends, other key findings and sector rankings are 
covered in the following sections.

Disclosure on environ, energy, 
water & waste across six 
sectors analysed…

Expected results & trends 
largely hold

…analysis method not perfect 
so, use findings as a guide

Indicator

Total amount of energy consumed 
and/or reduced

Total amount of greenhouse gas emissions 
produced and/or reduced

Total volume of water withdrawn 
and/or amount reduced

Total volume of effluent discharged 
and/or amount reduced

Total weight of hazardous waste produced
and/or reduced

Environment

√

√

√

√

√

Energy
(subcategory)

√

√

Water
(subcategory)

√

√

Waste
(subcategory)

√

DISCLOSURE CATEGORY

Disclosure Categories & Indicators Overview
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HALF DISCLOSING ON ENVIRONMENT; BUT SOME MORE THAN OTHERS

Positively, our analysis found that environment disclosure by Chinese companies increased y-o-y 
across the four year period analysed. Starting at 43% in 2012 and increasing to 56% in 2015, a 
CAGR of 6.8%. This can be seen in the chart below. 

 
The most significant increase was in 2015 where the disclosure rate increased by 6%, double that of 
2014. This is not surprising given that it was in 2014 that China declared war on pollution, including 
a push for greater disclosure and transparency.  

However, while positive, still only 56%, or just over half, of Chinese companies are disclosing on the 
environment. Clearly, there is still a way to go. 

Especially since the majority of disclosure is either on 1 or 2 indicators of the 5 total indicators (see 
table “Disclosure Categories & Indicators Overview” on the previous page). Companies disclosing 
on 4 or 5 indicators (the yellow and red bars respectively in chart below) are few. Only 2 companies 
disclosed on all five indicators (=100% environment disclosure) for the entire period; one in the 
automobile manufacturing sector in 2013 and one in the coal sector in 2015. 
 

In the next section we look at disclosure rates on the energy, water and waste subcategories. 

By 2015, >50% of co’s 
disclosing on environ…

…biggest increase in 2015 
aligns with war on pollution 
declaration the year before

… while positive still way 
to go…

…especially since majority 
of co’s only disclosing on 1 
or 2 indicators…

…only 2 co’s across 2012 
to 2015 disclosed on all 
5 indicators (=100% environ 
disclosure)

Environment Disclosure Rate Across Sectors (%)

Disclosed No disclosure

Source: China Water Risk, SynTao
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COMPONENTS ENERGY, WATER & WASTE DISCLOSURE LIMITED 
BUT ON THE RISE

The y-o-y rising trend was also found for companies’ disclosure on energy and water. Disclosure 
on waste ultimately increased from 2012 to 2015, though it dipped for one year. We look at the 
subcategories individually below.

Energy highest among subcategories at 46%

Energy disclosure was the highest among water and waste in 2015 at 46%. With a 27% disclosure 
rate in 2012 it had a CAGR of 14.3%. See chart below.  
 

A point to note is that the largest increase was in 2014. This is the year when energy disclosure 
surpassed water disclosure, which was also the case in 2015. This timing not only reflects China’s 
push to clean-up but its focus on air pollution, which is largely linked to energy (GHG emissions etc.). 
In December 2013 the Chinese government released the Air Pollution Prevention and Control Action 
Plan69. Then in August 2015 the Air Pollution Prevention and Control Law was passed giving even 
more weight to fighting air pollution70. 

However, this may not be the case for 2016 and beyond given the Chinese government’s 
comprehensive and holistic approach to tackling pollution, which after focusing on air has expanded 
to water and soil. The Water Law came into effect on 1 January 2018. More on this in the water 
section below.

Only incremental increases in water with 40% high

Water disclosure levels saw incremental increases compared to energy and waste, which is reflected 
in its 5.7% CAGR, notably the lowest among energy and waste which both have double digits rates. 
Water disclosure increased from 32% in 2012 to 40% in 2015 (see chart below).

Energy disclosure surpassed 
water disclosure in 2014…

Energy disclosure highest 
among sub-categories…

Only incremental increases
for water; lowest CAGR 
at 5.7%...

…but still a 2015 disclosure 
rate of 40%

Disclosed No disclosure

Energy Disclosure Rate Across Sectors (%)

2012 2013 2014 2015
0%

20%
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80%

100%

Source: China Water Risk, SynTao

Avg

Disclosed No disclosure

Water Disclosure Rate Across Sectors (%)
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Source: China Water Risk, SynTao

Avg

…aligns with release of Air 
Pollution Plan & Law

…increased from 27% to 46%; 
a 14.3% CAGR
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Interestingly, despite different growth patterns, water and energy disclosure are largely similar for 
the four year period with only a difference ranging between 1% and 6%. The rates are most similar 
in 2014 at 36% vs. 37% respectively. There are two points to note from this:

•  Water and energy carry relatively equal weight in disclosure for Chinese companies, which 
   reflects the Chinese government’s holistic environmental policies and regulations; and

•  This bucks the global trend where energy disclosure is usually markedly more than water 
   disclosure. The world has initially focused on carbon (energy), which can be seen by the 
   various initiatives from governments, intergovernmental organisations and NGOs like CDP 
   and Carbon Tracker. Only more recently have these organisations also started to focus on 
   water. Seven years after launching its first GHG corporate survey, CDP in 2010 expanded 
   to conduct water surveys too.

Since releasing the air pollution action plan and law, the Chinese government in April 2015 passed 
the Water Pollution Prevention and Control Action Plan71 and the amended water pollution law is 
now in effect as of the first of January 201872. Given this, water disclosure is likely to increase going 
forward and the equal weighting with energy to continue. 

Marked increase in waste but still significantly lagging others

Waste is by far the least disclosed category with a disclosure rate range of 3% to 11% over the four 
years. However, it has the largest CAGR with 28.8%. During the four years there is no clear y-o-y 
growth pattern but instead a significant positive spike in 2015. This can be seen in the chart below. 
 

The increase in waste disclosure reflects the more stringent and holistic clean-up regulations in 
China. In particular, the Soil Pollution Prevention and Control Action Plan, the third plan in China’s 
pollution clean-up trifecta. And as like air and water, a law will follow. To combat soil pollution, the 
government is looking at pollution from source to endpoint and its discharge in between. 

After looking at environmental disclosure and that of the three subcategories, in the next section we 
look at individual sector performance across these categories. 

Water & energy disclosure 
rates largely similar over 
4 years…

…reflects Chinese govt’s 
holistic policies…

Water Law now in effect 
should drive water disclosure 
& keep equal weighting 
with energy

While waste has lowest 
disclosure rate in 2015 at 11%, 
it has the biggest CAGR 
at 28.8%

….and bucks global trend

Disclosed No disclosure

Avg

Waste Disclosure Rate Across Sectors (%)
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SECTOR RANKINGS: THREE LEADERS, TWO MID-PERFORMERS 
& ONE LAGGARD 

The results from our analysis show that the six sectors can be categorised into the below groups:

•  Three Leaders: Coal, oil & gas and automobile manufacturing;
•  Two Middle Performers: Electricity & smelting; and
•  One Laggard: Agriculture.

Indeed, the Three Leaders clearly have consistently high disclosure rates across all disclosure 
categories. As seen in the tables below, these are consistently the Top Three sectors, except for 
one instance in waste, where oil & gas is joint last with agriculture. Another clear finding is that 
agriculture is the laggard sector, ranked bottom across all disclosure categories.

The Two Middle Performers in comparison are less clear, with their disclosure rates largely in the 
middle though sometimes not far off that of the Three Leaders. These groups can be seen in the 
table below with sector disclosure rankings (2012-2015 average).
 

The 2015 snapshot shows the same grouping. There is some change to the sector rankings but not 
to the group categorisation, which can be seen in the table below. 
 

Individual sector disclosure rates across disclosure categories can be seen in the charts on the 
next page.

Three leaders have 
consistently high disclosure 
rates across categories…

…also clear is agriculture’s 
laggard status

2015 snapshot shows 
same grouping
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We look at individual sector disclosure in more detail in the following sections. It should be noted that 
the 2015 disclosure rates are used going forward as this is the latest data and so most reflective of 
the current disclosure status.
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CLEAN AIR DRIVES COAL, OIL & GAS AND AUTOMOBILE 
MANUFACTURING TO THE TOP

It is not surprising that coal, oil & gas and automobile manufacturing have higher environmental 
disclosure rates than the other sectors at 75%, 75% and 72%, respectively. After all, these three 
sectors have clear and significant implications for air, water and soil pollution, and as such face more 
regulatory pressure, which drives their disclosure. This is especially true for the coal sector, which 
has been a primary target of the Chinese government in its war on pollution. Over the last several 
years the Chinese government has extensively shut down excess and outdated coal capacity.

Both coal and oil & gas (under petroleum & petrochemicals) are on China’s list of 10 sectors that need 
to shift to a circular economy73. These 10 are China’s older sectors, which are resource intensive, 
polluting and less strategically important. Going circular is meant to change this and provide brighter 
growth opportunities for the sectors. 

Another consideration for the coal and oil & gas sectors is that as energy sources they face 
increased scrutiny from the Chinese government since energy security is paramount to China and 
the government has realised that it needs to carefully manage its power mix to ensure economic 
development and ecological protection. Accordingly, management, monitoring and compliance of 
these and other energy sectors has become increasingly important. 

Meanwhile, automobile manufacturing (under ‘Energy saving & clean-energy vehicles’) is on another 
list of 10 sectors, the ‘Made In China 2025’, which are the sectors that China wants to drive future 
economic growth. Clearly the automobile sector needs to clean-up if it is to be ‘clean’. Part of this 
includes increasing the share of electric vehicles. China released a specific electric vehicles 12FYP 
and then a 13FYP.

Below we look at these three leading sectors individually. It should be noted that the 2015 disclosure 
rates are used as this is the latest data and so most reflective of the current disclosure status.

Coal: Government regulations for air, carbon & water push disclosure

While coal is most commonly linked to air pollution and is indeed a significant contributing factor, water 
is what will actually drive coal reform. Six of China’s 12 coal-bases are in water-scarce provinces74. 
Realising water’s crucial role in coal, the Chinese government has set stringent regulations including 
mine water recycling rates, water approvals and restrictive water allocations75. Moreover, in water 
scarce regions coal-fired power plants should use air-cooling technology instead of water-cooling76. 
Given this, it is not surprising then that water and energy have the same disclosure rate of 56%.  
Waste has the lowest at 16% (see chart below). The sector’s environment disclosure at 75% is, 
along with oil & gas, the highest of all sectors.
 

Not surprising coal, oil & gas 
and auto. manufac. are the 
top sectors with clear links 
to pollution…

...and its environ disclosure 
rate is 75%

Coal’s water & energy 
disclosure identical at 56%

…also, as energy-related 
sectors they face more 
pressure from govt
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Coal Disclosure Rate Across Categories 
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Source: China Water Risk, SynTao
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To get a more detailed view of the sector we looked at the 2015 disclosure of its top five companies 
by market cap. (Note: 1) these top five companies are from the sector universe in SynTao’s database, 
and 2) the disclosure for each company was calculated differently than that from the total sector, it 
takes into account how many indicators the company disclosed on and not just a simple yes or no).

Several positive findings can be seen from the table below:

•  The only company in the sector to register 100% environment disclosure also happens to 
   be the largest company by market cap, accounting for 56% of the sector total or RMB389 
   billion. This is China Shenhua Energy Co;

•  No. 2 and No. 3 by market cap, China Coal Energy Co and Yanzhou Coal Mining Co, are 
   in the top half of the sector by rank for environment disclosure. Moreover, both of these 
   companies disclosed on both energy and water; and

•  Two of the top five, No. 1 and No. 3 (China Shenhua Energy Co & Yanzhou Coal Mining Co), 
   both disclosed 100% on water and they account for 63% of total sector market cap.

Other notable findings include:

•  Inner Mongolia Yitai Coal Co, the No. 5 by market cap, registered zero disclosure across the 
   board. This was also the case for 2012 to 2014. This is the only company in the top five which 
   is not an SOE, we look at potential trends between SOEs and disclosure in section “Other 
   Considerations” and

•  Four of the top five did not disclose on waste. Only two companies in the sector disclosed 
   on waste. 

China Shenhua Energy Co, 
largest by mkt cap (56%) 
has 100% environ 
disclosure…

…Shenhua & Yanzhou have 
100% water disclosure

Inner Mongolia in top five had 
blanket 0% disclosure

2015 Sector Universe

*As of 3 November 2017 as quoted by Bloomberg
**Listed company where the main shareholder is not the government
***Company held by central government SOE (directly or indirectly)
Source: China Water Risk, SynTao, Bloomberg

(Ranked by market cap)
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Oil & gas: Faces similar environmental considerations as coal

As like coal, a large portion of China’s oil & gas is located in water scare regions, particularly 
Xinjiang province thus water and energy are both key. And indeed, the sector’s disclosure reflects 
this dual importance with a 75% disclosure rate for energy and water. The sector’s environment 
disclosure rate is also 75% (same as coal) but notably it has 0% for waste. These findings can be 
seen in the chart below.
 

Oil & gas’ high water disclosure could in part be due to the sector’s potentially significant and 
highly visible impact on water sources. In July 2010 in Xingang Port in Liaoning Province, more 
than 1,500 tonnes of oil spilled into the Yellow Sea77. It was the country’s worst oil spill. More 
recently there is the Iranian oil tanker that sank after exploding off the coast of China in January 
201878. Environmentalists and experts have said this recent incident could affect marine life for 
decades. Then there are also water intensity considerations, especially for shale gas, which is 
obtained through a highly water intensive process that is also polluting79.

For the company view of this sector, it should be noted that there are only four companies in the 
2015 universe of SynTao’s database, thus the top five in this case are only the top four and they 
comprise the entire sector.  

Key findings from the table below are:

•  Varied environment disclosure across companies, from a high of 80% to a low of 0%. 
   PetroChina Co which registered 80% has the smallest market cap of the sector at 
   RMB1 billion or 0.1% of the sector total. Encouragingly, the next highest disclosure rate 
   at 60% is from China Petroleum & Chemical Corp, which is the biggest company by market 
   cap at RMB704 billion or 96% of the sector total;

•  Two companies, No. 1 & No. 2 by market cap (China Petroleum & Chemical Corp & 
   PetroChina Co) both had 100% disclosure on water; and

•  Only one company had zero disclosure, which is Yueyang Xingchang Petrochemical that 
   accounts for 0.6% of the total sector market cap. 

 

Oil & gas 2015 environ 
disclosure rate = 75% 
(same as coal)

It has the highest water 
disclosure of all sectors 
at 75%

Oil & gas’ potentially 
significant environ impact 
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Automobile manufacturing: To revamp into electric vehicles

As mentioned, the automotive sector not only faces regulatory pressure to clean-up but also to 
transform to a clean-energy fuelled sector dominated by electric vehicles. Indeed, in late January 
2018 Bloomberg reported that one of China’s main electric car makers, a unit of BAIC will list 
on the Shanghai stock exchange in a USD4.5 billion deal80. It will become the first state-owned 
manufacturer of new-energy vehicles to list on a mainland stock exchange.

Positively, the environment disclosure rate for the automobile manufacturing sector is 72%. The 
sector is mostly reliant on energy and so as expected, energy has the highest subcategory disclosure 
at 61%. Water disclosure is notably less at 39% and waste even lower at 17% (see chart below).
 

In the case for automobile manufacturing, industry specific regulations, some specifically on 
disclosure, have been a driver for higher disclosure rates. For example, in December 2017, a 
revised policy outlined new vehicle emission limits on carbon monoxide, hydrocarbons, nitrogen 
oxides and particulate matter.

Another likely reason for higher disclosure is the sector’s close link to air pollution and carbon 
emissions, which the Chinese government has been taking stringent measures to combat and which 
the sector has felt. Xinhua reported on 9 January 2018 that the MEP punished two automakers 
in Shandong Province for producing vehicles that failed to meet emission standards. The two 
companies’ fines combined total RMB38.7 million81. 

The proliferation of electric cars will also have implications for the industry and disclosure with 
significant environment considerations from the batteries that power them. 

…enforcement also 
increasing, MEP fined 2 
automakers RMB39 mn 
in Jan 2018

Automobile Manufacturing Disclosure Rate Across Categories
2015 Snapshot (%)

Source: China Water Risk, SynTao
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To get a more detailed view of the sector we look at the 2015 disclosure of the top five companies by 
market cap. It’s mixed news as can be seen in the table below. Notably, none of the top five had an 
environment disclosure rate above 50%; the highest was 40%, registered by both the SAIC Motor 
Corp (No. 1) and Guangzhou Automobile Group (No. 3). Despite these relatively low disclosure 
rates, a positive is that both companies are significant in the sector accounting for around 44% of 
the total sector market cap. 

Comparatively, two companies in the sector, but not in the top five by market cap, had disclosure 
rates above 50%. These are Jangling Motors Corp at 80% and Weichai Power Co at 60% with a 
market cap of around RMB14 billion and RMB71 billion respectively, according to Bloomberg. 
 

Other notable findings are:

•  Great Wall Motor Co, despite being the fourth largest company by market cap (RMB94 billion 
   or around 9% of the total sector) has zero disclosure across all categories;
•  Four of the top five companies disclosed on energy. Guangzhou Automobile Group is the 
   only company to do so at 100%;
•  Only one company disclosed on water and that is SAIC Motor Corp but it is the largest by 
   market cap at RMB358 billion (31% of sector total); and
•  None of the top five companies disclosed on waste. 

CONSIDERING THE RISKS, MID-PERFORMERS ELECTRICITY 
& SMELTING LAG

Electricity and smelting face similar environmental and regulatory considerations as the top three 
sectors so, their lower disclosure rates were surprising. Both sectors have an environmental 
disclosure rate below 50%, electricity at 47% and smelting at 48%.

Below we look at these two sectors individually. 

Both electricity & smelting 
environ disclosure <50%
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Mixed news across top five 
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*As of 3 November 2017 as quoted by Bloomberg
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***Company held by central government SOE (directly or indirectly)
Source: China Water Risk, SynTao, Bloomberg

(Ranked by market cap)

SAIC Motor Corp Ltd

BYD Co Ltd

Guangzhou Automobile Group Co Ltd

Great Wall Motor Co Ltd

Huayu Automotive Systems Co Ltd

Top 5 combined

Environment

40%

20%

40%

0%

20%

Energy

50%

50%

100%

0%

50%

Water

50%

0%

0%

0%

0%

Waste

0%

0%

0%

0%

0%

Rank by Environ

Disclosure

3 (joint)

9 (joint)

3 (joint)

14 (joint bottom)

9 (joint)

Ticker

SSE:600104

SZE:002594

SSE:601238

SSE:601633

SSE:600741

Market Cap

(RMB bn)*

358

170

153

94

77

851 (73%)

Ownership status

SOE (non-central)

Listco - private

SOE (non-central)

Listco - private

SOE (non-central)

Automobile Manufacturing

Top Five Performers Disclosure Performance in 2015

Company

No. of co’s

18

No. of
Listco’s

18

Total market cap
(RMB)

1.1 trn

Listco-
private**

28%

SOE 
(central)***

33%

31%

SOE 
(non-central)

33%

Joint 
venture

6%

Sino-Foreign 
joint venture

0%

Disclosure rate by categoryOverview



CHINA DISCLOSURE YET TO MATCH THE RISING RISKS

47 CHINA PRIORITISES ENVIRONMENT: MORE DISCLOSURE NEEDED TO MATCH RISING RISKS

Electricity: Water disclosure severely lagging

As an energy source, like coal and oil & gas, electricity is exposed to China’s water-energy nexus, 
which as discussed is heavily influenced by water. Thus, higher energy and water disclosure rates 
are expected and a more similar energy & water disclosure rate between to the two subcategories 
as seen with coal and oil & gas. Instead, the 2015 disclosure rate for energy is 47% and for water 
25% (see chart below).
 

Reflecting the sector’s mid-performance, four of the top five electricity companies by market cap 
have average an environment disclosure rate of 40%. This translates to a joint 2nd ranking among all 
four of the companies in the sector in 2015 (see table below).
 

Other notable findings include:

•  Two companies (No. 1 and No. 4) disclosed 100% on energy. The No. 1 company, 
   China Yangtze Power Co with a market cap of RMB353 billion accounts for 34% of the 
   sector total. The No. 4 company, China Resources Power Holdings Co has a market cap 
   of RMB60 billion;

•  The same two companies did not disclosure anything on water and meanwhile no company 
   had 100% water disclosure; and

•  None of the top five companies disclosed on waste.

…2 co’s disclosed 0% 
on water

2 co’s disclosed 100% on 
energy including No. 1 with 
34% mkt cap share…

…water at 25%

Energy disclosure highest 
among sub-categories 
at 47%...

Electricity Disclosure Rate Across Categories
2015 Snapshot (%)

Source: China Water Risk, SynTao
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Smelting: Surprisingly low energy disclosure despite high energy use

Smelting is a large user of electricity, thus it would be expected to have higher energy disclosure, 
at least on par with water but this is not the case. Smelting disclosed most on water at 36%, then 
energy at 29% and last waste at 10% (see chart below).
 

The pollution and associated environmental risks from smelting and other construction sectors 
have led to regulatory risks that now mainstream finance and business must address. An example, 
Goldman Sachs in November 2017 launched coverage on China’s basic materials sector including: 
steel, cement, metals, coal, paper and gold82. Hopefully this instigates more innovative research. It 
should be noted that this fundamental mainstream shift applies to all sectors in this report.

A look at the disclosure of the sector’s top five companies by market cap shows very varied 
performances. More details on this below and in table:

•  Positively, the No. 1 ranked by market cap accounting for around 17% of the total sector 
   (RMB171 billion) has an environmental disclosure rate of 80%. This is Baoshan Iron & Steel 
   Co. In terms of ranking among all companies in the sector, it ranked joint first. Moreover, the 
   company registered 100% disclosure in both energy and waste and 50% in water;

•  At the other end of the spectrum, two of the top five China Northern Rare Earth Group 
   High-Tech Co (No. 3) and Jiangxi Copper Co (No.4) have zero disclosure across the board. 
   Combined, they account for around 10% of total sector market cap (RMB100 billion); and

•  Angang Steel Co (No.5) while disclosing 0% on energy, registered 100% disclosure for both 
   water and waste. 

…Baoshan Iron & Steel Co 
(44% mkt cap) had 80% 
environ rate, while China 
Northern Rare Earth Group & 
Jiangxi Copper Co (26% mkt 
cap) has zero disclosure

Varied disclosure across 
top five co’s by mkt cap…

Smelting disclosed most 
on water at 36%

Smelting Disclosure Rate Across Categories
2015 Snapshot (%)

Source: China Water Risk, SynTao
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AGRICULTURE DISAPPOINTS ON ALL FRONTS

Agriculture’s laggard performance is not surprising since the sector is not included in two 
regulations from the MEP regarding environmental disclosure by sectors. Moreover, the small plot 
sizes of Chinese farms also likely contributes to low disclosure as supply chain data is difficult to 
track. The government has released numerous policies to modernise agriculture that should help 
improve disclosure. 

However, while not surprising, the very low disclosure rates across categories are concerning 
given the sector’s significant environmental impacts from excessive fertiliser and pesticide use to 
untreated waste from large animal livestock breeding. In China 19.4% of arable is land is polluted, 
according to the latest nationwide soil pollution survey83. On top of this, agriculture is the largest 
water user accounting for 63% of water use in China, even more reason for disclosure to improve84. 

Analysis of 2015 disclosure shows a 0% to 20% range, which can be seen in the chart below. The 
sector has identical disclosure on energy and water at 10%, while disclosure on waste is 0%.
 

A deeper dive into the top five companies of the sector by market cap shows how dire the sector’s 
disclosure is with 0% disclosure across the board (see table below). These five companies have a 
combined market cap of RMB121 billion, which accounts for 78% of the total sector.
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OTHER CONSIDERATIONS: OWNERSHIP & EXCHANGE LISTING

After analysing disclosure by sector, we explored if ESG disclosure could be influenced by other 
considerations such as company ownership type and exchange listing.  We look at these two 
considerations individually below.

Company ownership type: Higher SOE composition largely points to higher disclosure

There are five types of company ownership in SynTao’s database:

•  Private enterprise (listed company where the main shareholder is not the government; 
   called “Listco – private” in market cap tables);
•  State-Owned Enterprise (central) (can be directly or indirectly owned);
•  State-Owned Enterprise (non-central);
•  Joint venture; and
•  Sino-foreign joint venture.

Under the State-owned Assets Supervision and Administration Commission of the State Council 
(SASAC) updated 2008 guidelines (mentioned in chapter two), all central-level SOEs in China 
are mandated to publish CSR reports and many of the companies in these sectors are indeed 
SOEs. Thus, it follows that sectors with higher number of SOEs should have higher environmental 
disclosure rates. 

However, analysis did not find such a definitive trend, which can be seen in the charts below. Indeed, 
a higher SOE composition of the sector does tend to match a higher environmental disclosure as 
seen with coal, oil & gas and automobile manufacturing (see charts below). Moreover, agriculture, 
with the lowest environmental disclosure has by far the lowest SOE composition.

But, electricity and smelting have some of the highest SOE compositions and yet are only mid-
performers. 
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Exchange listing: Majority of listco’s have less than 50% environment disclosure

As mentioned in chapter two, China’s stock exchanges are moving to a mandatory environmental 
disclosure requirement with a tentative 2020 deadline. Given this, we looked to see if exchange listing 
impacted environment disclosure performance. 

As per SynTao’s database, exchanges were analysed by the following four groups: the Shanghai 
Stock Exchange (SSE), the Shenzhen Stock Exchange (SZE), the Hong Kong Exchange (HKE) and 
Non-Greater China (exchanges like the New York Stock Exchange, London Stock Exchange etc.). 

The number of listco’s in 2015 by exchange are in the chart below. It should be noted that a company 
can be listed on multiple exchanges. As expected, SSE and SZE had the most number of listco’s at 
75 and 44 respectively. HKE was next with 21 and last Non-Greater China with 6. 
 

Looking at the environmental disclosure performance of the listco’s we found that the majority of 
listco’s across exchanges have environmental disclosure rates below 50% (see chart below). This 
is particularly the case for SSE and SZE, where only 13% and 11% of lisco’s have equal to or above 
50% disclosure rates. Comparatively, HKE has 29% and Non-Greater China has 50%. China’s shift 
to mandatory disclosure, with sufficient enforcement, should remedy the SSE and SZE findings. 

…SSE & SZE have 
most listco’s

Looked at 4 exchanges: 
SSE, SZE, HKE 
& Non-Greater China…

…only 13% & 11% of listco’s 
on SSE & SZE have ≥50% 
environ disclosure…

The majority of listco’s across 
exchanges have <50% environ 
disclosure rate…

No. of Listco’s by Exchange (2015)

Source: China Water Risk, SynTao
Note: A company can be listed on multiple exchanges
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DISCLOSURE CHALLENGES FOUND DURING REVIEW

The need for environmental disclosure is clear with persistent and material environmental and 
water risks. However, as mentioned, challenges remain on how to best disclose on these risks, 
as well as around the best methods for identification, analysis and quantification – environmental 
risk analysis (ERA). 

Below are the three broad challenges that we encountered during our review, some already 
mentioned as global issues in this report. The three challenges are:

1.  Incomplete data: Despite increasing numbers of sustainability reports China and in globally, 
     ESG disclosure levels are still low. Only a small part of the picture is being presented. 
     With limited data it is extremely difficult to complete any environmental or water risk 
     assessment or gauge context/an accurate landscape. 

2.  Inconsistent data: The lack of a single standardised global framework impacts the 
     consistency of environmental disclosure and also hinders decision-relevant disclosure. 
     GRI is the most prominent global framework but is not extensively used in China, which has 
     its CASS-CSR guides as well as industry association guides, as outlined in chapter two. 
     With no single global framework environment disclosure varies significantly not just between 
     countries but also between sectors and even between companies in the same sector. 

     This lack of a globally standardised framework results in inconsistent data, which makes it 
     very difficult to make any comparisons. Moreover, with companies largely self-selecting 
     the data to disclose, a single indicator can have various answers in various units. 
     For example, “water use” is sometimes the water bill amount, a water use volume in cubic 
     meters or the water withdrawn amount of water use in tonnes.  This issue is compounded 
     by the different manufacturing and production processes across sectors, as well service 
     processes in other sectors. 

3.  Lack of reliability: Unlike financial reports, third party audits are not mandatory for 
     sustainability reports, where ESG data is largely disclosed. Consequently, few sustainability 
     reports are audited thus raising issues around the reliability of the data. There have been 
     incidents globally and in China when ESG data has been fabricated or falsified. According 
     to SynTao’s database only around 4% of reports are audited and has been the case for the 
     last several years. 

As still a relatively nascent disclosure type, plus no consensus on the way forward, these challenges 
are not unexpected. But they do need to be overcome as environmental and water risks are here to 
stay and are only going to increase going forward. Case and point, the extreme weather at the start 
of 2018 – bomb cyclone & hurricane strength winds. Plus, research shows that heat extremes that 
previously only occurred once every 1,000 days are now happening four to five times more often85. 

Mandatory decision-relevant environment disclosure, which exchanges can drive, is the way 
forward so that environmental disclosure becomes mainstream practice. Positively, China is moving 
towards this, though as found in this report, there is still a way to go before disclosure from Chinese 
companies meets this and reflects the rising risks. At the heart of many global supply chains, what 
happens in China has global implications. 

It is important that we overcome these challenges and that global disclosure reflects the risks as this 
disclosure is key to advancing the ERA work on quantifying and valuing environmental and water 
risks, and ultimately building a resilient global financial system. We hope that as China steps up, so 
do global companies and exchanges.

…but key challenges remain…

Need for environ disclosure 
is clear…

…lack of standardised global 
framework = inconsistent 
data & hinders decision-
relevant disclosure…
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…without a mandatory 
audit requirement 
reliability questionable

…moreover, need it for ERA 
work so to build a resilient 
global financial system

Since still nascent, challenges 
expected but rising environ 
& climate risks mean it must 
become mandatory… 
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This document (the “Document”) has been prepared by China Water Risk (CWR) and SynTao for general introduction, overview and 
discussion purposes only and does not constitute definitive advice on regulatory, investment or legal issues. It should not be used as a 
substitute for taking regulatory, financial, tax or legal advice in any specific situation.

Information provided in the Report has been obtained from, or is based upon, sources believed to be reliable but have not been 
independently verified and no guarantee, representation or warranty is made as to its accuracy or completeness. Information 
contained in this document is current as of the date specified above and is subject to change without notice. Information contained in 
this document relating to investments, valuations, unrealised data, and projections is indicative only, and has been based on unaudited, 
internal data and assumptions which have not been independently verified or audited and are subject to material corrections, verifications 
and amendments.

This information is not intended to constitute a comprehensive statement of any matter, and it should not be relied upon as such. None 
of CWR or SynTao, its sponsors, affiliates, officers or agents provide any warranty or representation in respect of information in this 
Document. In no event will CWR or SynTao be liable to any person for any direct, indirect, special or consequential damages arising 
out of any use of the information contained on this Document, or any other hyper-linked website, including, without limitation, any virus 
damage, lost profits, business interruption, loss of programs or data on your equipment or otherwise. This Document may provide 
addresses or hyperlinks which lead to other websites; however CWR or SynTao may not have reviewed any such websites, and is not 
responsible for the content of any such websites or pages.

CWR or SynTao makes no representation or warranty, expressed or implied, with respect to the accuracy or completeness of any of the 
information in the Document, and accepts no liability for any errors, omissions or misstatements therein or for any action taken or not 
taken in reliance on this Document. The Document should not be regarded by recipients as a substitute for the exercise of their own 
judgment. All statements contained herein are made as of the date of this Document.

This Document is for information purposes only and should not be construed as an offer, or solicitation of an offer, to buy or to make 
any investment.

This document, graphics and illustrations must not be copied, in whole or in part or redistributed without written consent. (© China Water 
Risk, SynTao, 2018, all rights reserved)
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