
Transition Finance –
Challenges in turning brown into green

Transition finance is a major topic in the industry when it comes to sustainable finance. The UK Transition 
Finance Market Review which is due to be published in July for example, is looking at setting out opportunities in 
how to scale and define the market as well as create innovation in transition finance services. An estimated $3 
trillion a year by 20301 from public and private sectors is needed in order to support the global transition to a net-
zero economy by mid-century. However, current investment deployed is far below the estimated amount 
required1. 

The critical questions are how can we encourage more capital investments to support the transition and what 
are the key barriers to investors? This was discussed at ‘Tackling transition finance: Next steps for investors’ –
the first plenary session of Responsible Investor Europe 2024, in which Cathrine de Coninck-Lopez, our Global 
Head of Responsible Investment was a speaker. In this article, we will explore these questions and give an 
overview of how HSBC Asset Management (HSBC AM) is embedding climate considerations in our investment 
strategy.

Defining transition finance and understanding the challenges for investors

Whilst there is no one widely accepted market or regulatory definition of transition finance, clearer guidelines 
that are more sector based would encourage investors and ‘give them the courage’ to go into hard-to-abate 
sectors.

Hard-to-abate sectors – e.g. steel, heavy industrials, transport - are critical to transitioning the global economy 
towards net-zero as they contribute to both global greenhouse gases (GHG) emissions and are also an essential 
component for infrastructure and industrial developments. These sectors can be more challenging to 
decarbonize as most of the critical technologies are costly to develop and still early in development phase. 
Regulatory constraints to ensure energy security add to this obstacle. Supporting the transition across these 
sectors is especially important in emerging markets, and in Asia in particular, which accounted for around half of 
global GHG emissions in 2023, up from one quarter in 20002.

For investors, a key consideration in transition finance is the trade-off between shorter-term portfolio 
decarbonization versus longer-term real world decarbonization. For example, ‘paper decarbonisation’ which 
refers to individual portfolios appearing ‘greener’ while the ‘brown’ is shoveled elsewhere should be avoided. The 
system wide economy and industry should be looked at as a whole. However, without prescriptive regulatory 
support and guidance, investors can face potential reputational concerns when supporting ‘brown to green’ 
investment in their portfolios. Though investing in hard-to-abate sectors could increase their portfolio’s carbon 
footprint in the near term whilst driving real-world (and portfolio) decarbonization in the longer term, this is where 
capital is most needed to make the transition a reality. 
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1. Energy Transitions Commission - Financing the Transition: how to Make the Money Flow for a Net Zero Economy (March 2023): https://www.energy-
transitions.org/wp-content/uploads/2023/08/ETC-Financing-the-Transition-MainReport_update.pdf

2. International Energy Agency – CO2 Emissions in 2023 (February 2024): https://iea.blob.core.windows.net/assets/33e2badc-b839-4c18-84ce-
f6387b3c008f/CO2Emissionsin2023.pdf
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Transition plans are an important element of assessment in transition finance and there has been a discussion in 
the industry on whether this should be imposed on companies. Some argue that transition plans should be 
mandatory, but this could be considered pre-mature given the lack of data and data consistency, in addition to 
the nuances across markets, sectors and the scale of the company. 

It would be fair to say that having a transition plan is already a good place to start, but to make it credible, there 
should be more than just targets. Companies are expected to develop their own capabilities to enable a just 
transition and have an execution plan in place which includes projected capital allocation and a concrete 
timeline. Looking at the transition plans of companies is an important part of HSBC AM’s engagement approach 
under ‘climate change’, one of our key engagement themes3. For example, a scoring methodology has been 
developed to assess the credibility of such plans specifically for the issuers related to coal investments.

To be more precise, we have four key levers at HSBC AM which helps to support our net zero commitment as a 
signatory of the Net Zero Asset Managers Initiative. The first is our alignment classification framework which 
acts as a forward-looking indicator for our portfolio’s progress towards interim and longer-term net zero targets, 
whilst also projecting the likelihood of decarbonisation at issuer level. The mechanism enables us to combine 
our assessments of alignment and considerations of climate related risks to inform investment decision making 
and portfolio construction.

The second lever is active engagement. HSBC AM has developed an engagement strategy for priority issuers 
(typically the top emitting issuers) based on their contribution and materiality to our financed emissions. For 
each of the identified issuers, specific and measurable engagement targets are set and progress towards these 
targets is regularly assessed through maintaining an open dialogue with the company. This approach enables 
us to support issuers along their transition journey and track improvement in issuers’ alignment overtime, with 
the objective of reducing the emission intensity of portfolios in the long run. 

Our third lever is our climate solutions and capital allocation framework. This lever informs how we embed 
climate considerations into the investment process and create investment solutions to provide opportunities for 
investors to drive the transition. These investment solutions span across strategies investing in companies with 
low or decreasing carbon footprints and impact strategies investing in green bonds or climate technology etc. 
As mentioned, we recognise the importance of looking beyond carbon emissions at portfolio level and driving 
real world decarbonisation in regions and sectors where it’s most needed.

Divestment is our fourth lever. Engagement is a multi-year journey and may not be successful in all cases. Even 
though engagement is preferred over divestment to keep our influence over the company as an investor, 
divestment may be considered in portfolios where this is possible, for issuers that do not have an intention to 
embed transition into their business planning or do not make progress towards our engagement targets after 
continuous engagement efforts. 

HSBC AM’s approach to implementing net-zero

Assessing the credibility of transition plans 

3. For more details, please refer to our Stewardship Plan 2024: https://www.assetmanagement.hsbc.co.uk/en/institutional-investor/about-us/responsible-
investing/-/media/files/attachments/uk/policies/stewardship-plan-uk.pdf

4. For more details, please refer to our webpage: https://www.netzeroassetmanagers.org/signatories/hsbc-asset-management/
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Investment opportunities in transition finance

The gradual phase-out of thermal coal investments

In 2022, we committed to phase out existing thermal-coal investments in active holdings and restrict new 
finance for companies exposed in this field through the introduction of a new, formal thermal-coal policy5. Under 
this policy, companies with more than 10% revenue exposure to thermal coal have to undergo an enhanced 
climate assessment which includes analysis of their transition plans, CAPEX planning and whether 
considerations of just transition have been taken into account. In-depth information on the target company’s 
climate ambition and transition trajectory which is gathered through direct engagement feeds into this process. 
Acknowledging the different starting points of developed and emerging markets, the policy states our ambition 
to phase out thermal coal exposures in EU or OECD markets by 2030 and the rest of the world by 2040. Having 
part of the stewardship team based in Asia, where CO2 emissions from coal combustion is still on the rise6, helps 
us understand the cultural nuances and facilitates our engagement with some of the world’s largest emitters. 

For many investors, transition finance is still a relatively new domain. Venturing into this would mean changes to 
their existing investment approach and processes, need of new data and adapting the due diligence procedures, 
further to the aforementioned challenges. This leaves them with the question ‘Is the gain worth the pain?’. In the 
panel discussion at Responsible Investor Europe 2024, an investment manager expressed that ‘if transition 
finance is done well, there will be opportunities to generate alpha’. There has yet to be supporting market 
research but more investors see the opportunity to better position themselves in the early phase of one of the 
biggest transformations of this century - the transition towards a global net zero economy. 

5. For more details, please see our coal policy: https://www.assetmanagement.hsbc.pt/-/media/files/attachments/common/coal-policy-en.pdf

6. International Energy Agency – CO2 Emissions in 2023 (February 2024): https://iea.blob.core.windows.net/assets/33e2badc-b839-4c18-84ce-
f6387b3c008f/CO2Emissionsin2023.pdf
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Important Information

For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and Financial 
Advisors in the US. This document should not be distributed to or relied upon by Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. The capital invested in the fund can increase or decrease and is not guaranteed. The performance figures
contained in this document relate to past performance, which should not be seen as an indication of future returns. Future returns 
will depend, inter alia, on market conditions, fund manager’s skill, fund risk level and fees. Where overseas investments are held the 
rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are 
by their nature higher risk and potentially more volatile than those inherent in some established markets. Economies in Emerging
Markets generally are heavily dependent upon international trade and, accordingly, have been and may continue to be affected 
adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures
imposed or negotiated by the countries and territories with which they trade. These economies also have been and may continue to
be affected adversely by economic conditions in the countries and territories in which they trade. Mutual fund investments are 
subject to market risks, read all scheme related documents carefully. 

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any 
purpose. All non-authorised reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings. The 
material contained in this document is for general information purposes only and does not constitute advice or a recommendation to buy or 
sell investments. Some of the statements contained in this document may be considered forward looking statements which provide current 
expectations or forecasts of future events. Such forward looking statements are not guarantees of future performance or events and involve 
risks and uncertainties. Actual results may differ materially from those described in such forward-looking statements as a result of various 
factors. We do not undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document has no contractual value and is not by any means 
intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer 
is not lawful. The views and opinions expressed herein are those of HSBC Asset Management at the time of preparation, and are subject to 
change at any time. These views may not necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset 
Management primarily reflect individual clients' objectives, risk preferences, time horizon, and market liquidity. Foreign and emerging 
markets. Investments in foreign markets involve risks such as currency rate fluctuations, potential differences in accounting and taxation 
policies, as well as possible political, economic, and market risks. These risks are heightened for investments in emerging markets which are 
also subject to greater illiquidity and volatility than developed foreign markets. This commentary is for information purposes only and is not 
sufficient to make an investment decision. It is a marketing communication and does not constitute investment advice or a recommendation 
to any reader of this content to buy or sell investments nor should it be regarded as investment research. It has not been prepared in 
accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on 
dealing ahead of its dissemination. This document is not contractually binding nor are we required to provide this to you by any legislative 
provision.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we believe to 
be reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment activities 
that may be provided through our local regulated entities. HSBC Asset Management is a group of companies in many countries and 
territories throughout the world that are engaged in investment advisory and fund management activities, which are ultimately owned by 
HSBC Holdings Plc. (HSBC Group). The above communication is distributed by the following entities: 

 in Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversión, Agente de 
administración de productos de inversión colectiva de FCI N°1;

 in Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset 
Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This 
document is for institutional investors only, and is not available for distribution to retail clients (as defined under the Corporations Act). 
HSBC Global Asset Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the 
requirement to hold an Australian financial services license under the Corporations Act in respect of the financial services they provide. 
HSBC Global Asset Management (Hong Kong) Limited is regulated by the Securities and Futures Commission of Hong Kong under the
Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK) Limited is regulated by the Financial Conduct 
Authority of the United Kingdom and, for the avoidance of doubt, includes the Financial Services Authority of the United Kingdom as it 
was previously known before 1 April 2013, under the laws of the United Kingdom, which differ from Australian laws;

 in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to conduct
investment business by the Bermuda Monetary Authority;

 in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or 
regulations and are not covered by warranty of the Chilean state. Further information may be obtained about the state guarantee to 
deposits at your bank or on www.sbif.cl; 

 in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC) whereby its 
activities conform to the General Legal Financial System. SFC has not reviewed the information provided to the investor. This document 
is for the exclusive use of institutional investors in Colombia and is not for public distribution;
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 in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company authorised
by the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of HSBC Global Asset Management (France), 
regulated by the Swedish Financial Supervisory Authority (Finansinspektionen);

 in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio Management 
Company authorised by the French regulatory authority AMF (no. GP99026);

 in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by the 
Austrian Financial Market Supervision FMA (Austrian clients);

 in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures Commission. 
This video/content has not be reviewed by the Securities and Futures Commission;

 in India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

 in Italy and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French regulatory 
authority AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset Management (France), regulated 
respectively by Banca d’Italia and Commissione Nazionale per le Società e la Borsa (Consob) in Italy, and the Comisión Nacional del 
Mercado de Valores (CNMV) in Spain;

 in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversión, Grupo Financiero
HSBC which is regulated by Comisión Nacional Bancaria y de Valores;

 in the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, a unit within HSBC Bank Middle East 
Limited, U.A.E Branch, PO Box 66 Dubai, UAE, regulated by the Central Bank of the U.A.E. and the Securities and Commodities 
Authority in the UAE under SCA license number 602004 for the purpose of this promotion and lead regulated by the Dubai Financial
Services Authority. HSBC Bank Middle East Limited is a member of the HSBC Group and HSBC Global Asset Management MENA are 
marketing the relevant product only in a sub-distributing capacity on a principal-to-principal basis. HSBC Global Asset Management 
MENA may not be licensed under the laws of the recipient’s country of residence and therefore may not be subject to supervision of the 
local regulator in the recipient’s country of residence. One of more of the products and services of the manufacturer may not have been 
approved by or registered with the local regulator and the assets may be booked outside of the recipient’s country of residence.

 in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Perú whereby its activities 
conform to the General Legal Financial System - Law No. 26702. Funds have not been registered before the Superintendencia del 
Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to the 
investor. This document is for the exclusive use of institutional investors in Perú and is not for public distribution;

 in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore. The
content in the document/video has not been reviewed by the Monetary Authority of Singapore;

 in Switzerland by HSBC Global Asset Management (Switzerland) AG. This document is intended for professional investor use only. For 
opting in and opting out according to FinSA, please refer to our website; if you wish to change your client categorization, please inform 
us. HSBC Global Asset Management (Switzerland) AG having its registered office at Gartenstrasse 26, PO Box, CH-8002 Zurich has a 
licence as an asset manager of collective investment schemes and as a representative of foreign collective investment schemes. 
Disputes regarding legal claims between the Client and HSBC Global Asset Management (Switzerland) AG can be settled by an 
ombudsman in mediation proceedings. HSBC Global Asset Management (Switzerland) AG is affiliated to the ombudsman FINOS having
its registered address at Talstrasse 20, 8001 Zurich. There are general risks associated with financial instruments, please refer to the 
Swiss Banking Association (“SBA”) Brochure “Risks Involved in Trading in Financial Instruments”;

 in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission R.O.C. 
(Taiwan);

 in the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority;

 and in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities and
Exchange Commission. 
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