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In 2013, China proposed a cooperative initiative to build the “New Silk Road Economic
Belt” and the “21st Century Maritime Silk Road” (hereinafter referred to as the “Belt
and Road Initiative”or “BRI”). President Xi Jinping stated in his keynote speech at the
opening ceremony of the 2™ “Belt and Road” International Cooperation Summit Forum
that: “We must strive to achieve high standards, benefit the people’s livelihood, and
achieve sustainable goals. We will introduce rules and standards that are generally
supported by all parties. The operations, procurement, bidding and other aspects are
carried out in accordance with generally accepted international rules and standards,
while respecting national laws and regulations.”

This study provides a research foundation for China's policy banks to compose
guidelines and specifications for BRI green investment and financing. The first chapter
analyzes the global foreign investment environment and social risk policies, as well
as changes to Chinese foreign investment environmental and social risk policies and
regulations. The second chapter clarifies the necessity of strengthening the social risk
management of financial institutions, considering the characteristics and distribution
among industries of China's BRI and policy banks’ investments. The third chapter
focuses on the current environmental and social policies of China's policy banks, along
with their implementation, and compares them with those of international multilateral
investment institutions. The fourth chapter addresses the shortcomings of China's policy
banks’ current policies and synthesizes the “Equator Principles” and “Green Credit
Guidelines” to determine improvements.

The study concludes that China is gradually establishing a legal system for overseas
investment that regulates and supervises enterprises, financial institutions, project
approval, and overall planning. At present, no specific laws or regulations have been
introduced to monitor the environmental and social performance of Chinese companies
investing overseas. For enterprises, the environmental and social impact of investment
falls under the social responsibility of the company. Thus, relevant regulations are
mainly based on incentives and voluntary actions, with no punitive measures for
violations. For regulators, supervisory and control responsibilities are unclear and
ineffectively distributed. As a result, these monitoring duties end up relying upon reports
that the companies produce. In the absence of independent verification and on-site



inspections, oversight becomes a mere formality. Although the financial policy norms
are relatively complete, in general, the current policy system is ineffectiveness and
fragmented, lacks specific implementation rules and standards, insufficiently discloses
information, and elicits little public participation in the implementation process.

China's BRI investment industry has a significant potential environmental impact,
which can often force indigenous peoples to relocate. China's policy banksmainly focus
their overseas investment and financing in the energy sector. Whether or not these
investment strategies are “green” and whether or not they consider the climate have
attracted much attention. The environmental and social consequences of overseas
investment by Chinese financial institutions are increasing. Therefore, there is an urgent
need for financial institutions to incorporate environmental and social risks into BRI
investment, in order to avoid losses through risk management and to demonstrate their
commitment to “green” development.

In response to the above problems, this report proposes the following: (1) Expand the
scope of environmental and social assessments, incorporating more than just the project
investment. (2) Use compliance with host country standards as a bottom line for BRI
foreign investment. On top of this, consider regional standards and introduce industry
sustainability standards, along with the superior practices of international financial
institutions. (3) Improve risk management in pre-lending, lending, and post-lending
stages through classifying projects according to their social and environmental impacts,
increasing the content of assessments on these consequences, refining due diligence
surveys on risks in these areas, enhancing the role of environmental and social impact
documents in loan reviews, establishing independent monitoring mechanisms, and
introducing third parties to conduct independent evaluations. (4) In the loan contract,
require clients to disclose information, conduct consultations with relevant stakeholders,
and establish a mechanism for hearing complaints. Independently review and evaluate
the disclosed information and results from investment, making this a condition to the
loan. (5) Establish industry policy standards. (6) Aside from adhering to the financial
industry’s international norms, include compliance with the international conventions to
which China is a signatory as a hard requirement for investment.

This report also sets specific standards and norms for the financing of coal-fired power
industry. We believe that CDB can introduce or refer to the coal-fired power industry
policy in the OECD's Official Support Export Credit Arrangement. On the one hand, it
has achieved the integration of the norms and standards that are generally supported
by the international community. On the other hand, it still meets the energy financing
demands of underdeveloped countries that have a lower electrification rate. Considering
the ecological environment of the countries along the BRI and the National Determined
Contributions(NDCs) submitted by countries under the Paris Agreement, carbon
emissions should be included in the environmental impact assessments, which should
in line with the host country's energy policy and climate change mitigation policies and
strategies. Environmental impact assessments should also be evaluated as a condition
for project loan approvement.



As the only development financial institution in China and the largest in the world, CDB
mainly serves to provide long-term sustainable and risk-controlled financial supports
for the BRI. Therefore, as an important part of its risk assessment and control, the
establishment of green financial investment standards will play a direct reference
role for the re-assessment of the existing projects and the avoidance of risks for new
projects. As a pioneer of green finance practice, CDB may effectively promote its
inheritance, implementation and breakthrough of the “Equator Principles” and OECD
related norms through its implemented projects under the BRI.
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