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Abstract: The high rate has characterized the growth of China’s green bond market and
further emphasizes its involvement in protecting the environment and ensuring sustainable
development. Green bonds act as a vital source of investible financial resources for green
projects like renewable energy and green buildings, which support China's carbon peaking
and carbon neutrality policies. However, the market experiences several difficulties, such as
high finance costs, insufficient market capacity, scanty information about the products, and
few new products. Such factors restrict the timely provision of funds for green initiatives and
prompt concerns over the issue of ‘green-washing’. This paper builds on these challenges by
exploring the existing prospects of further development of China’s green bond market as well
as the regulatory environment and hurdles to more advanced expansion. It pinpoints certain
aspects that could be improved, for example, increasing disclosure requirements for investors,
reducing the cost of financing, and creating a variety of financial instruments for longer-term
investment. China’s green bond market has insufficient progress in regulation, innovation,
and market diversification which should be addressed for successful continuity. By
addressing these issues, China can turn out to be a global leader in green finance while
ensuring environmental protection and enhancing economic development.
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1. Introduction

In recent years, there has been a global surge in environmentalism and sustainable development. In
many countries, green finance has emerged as a vital tool in enhancing the economy's well-being. In
the context of environmental protection, China, as the world's second-largest economy, has faced
daunting environmental problems [1]. To tackle climate change and transform the economy into one
that is green and low carbon, the Chinese government has embarked on its “dual carbon™ goals of
carbon peaking by 2030 and achieving carbon neutrality by 2060 [2]. Over the past decade, the green
finance market has grown significantly, with the green bonds market becoming a major driver of this
development [3].

Funds raised from green bonds are a key component of green financing and are usually employed
for projects related to clean energy, energy efficiency, and climate-friendly infrastructure [4,5]. The
bonds are intended to promote the efficient use of available resources within the economy by
encouraging investment to flow into less resource-intensive and less polluting industries [5]. Since

© 2024 The Authors. This is an open access article distributed under the terms of the Creative Commons Attribution License 4.0
(https://creativecommons.org/licenses/by/4.0/).

111



Proceedings of ICFTBA 2024 Workshop: Finance's Role in the Just Transition
DOI: 10.54254/2754-1169/141/2024.GA 18925

China issued its first green bond in 2016, there has been rapid market development supported by a
progressively developed regulatory environment [6]. As of 2022, China has become the second
biggest issuer of green bonds in the world [3]. Green bonds serve as a source of funding for companies
and governments for green investments to achieve the nation's carbon goals and promote sustainable
economic growth in the long run [7].

However, challenges continue to exist despite the accelerating popularity of the green bond market
in China [8]. The green bond issuance and information disclosure framework is still subject to several
shortcomings, resulting in a ‘greenwashing’” phenomenon where initiatives are labeled as
environmentally friendly without corresponding benefits to the environment [9]. Additionally, further
development of the market is being constrained by the end-user market and the cost of funds
themselves [10]. Therefore, it is important to analyze the existing problems and prospects of the green
bond market in China to not only develop green finance domestically but also assist in the
international growth of green financial markets.

This research paper seeks to recognize the evolution, constraints, and opportunities of China’s
green bond market. First, it examines the current size, key types, and dynamics of issuance, focusing
on major players, equity structure, and market activities. Second, it analyzes the challenges in the
green bonds market, including but not limited to the cost of financing, market acceptance, information
disclosure, and regulation. These issues are perceived as infrastructural barriers that limit further
development of the market [8]. Addressing them will help establish a well-functioning, well-regulated
green bond market, thereby promoting an efficient green finance mechanism that supports economic
development and environmental preservation through the effective deployment of capital into green
sectors.

2.  The Development Status of the Green Bond Market
2.1. Status of Development of Green Bonds in China

In recent years, the green bond market in China has developed rapidly [3]. Since 2016, the scale of
China's green bond market has been increasing, and green bonds have become an essential part of
green finance development due to the “dual carbon” goal [2]. In the first half of 2022 alone, China
issued 518 green bonds, with a total issuance scale of 873.507 billion yuan, an increase of 43.7%
compared with the same period last year [3]. By the end of 2022, approximately 2,300 green bonds
worth about 26,000 billion yuan had been issued in China [3].

Government support is one of the primary reasons for the rapid development of the green bond
market in China [1,2]. The People's Bank of China, China Securities Regulatory Commission,
National Development and Reform Commission, and other stakeholders have implemented policies
addressing the issuance, trading, and reporting of green bonds [2,6]. Notably, the "Green Bond
Endorsed Projects Catalogue" published in 2021 further defined the features of green bonds and their
scope, including activities such as energy efficiency, environment-friendly technologies, clean energy,
and infrastructure greening [6].

In terms of market mechanisms, the issuers of green bonds have gradually diversified, with state-
owned enterprises (SOEs), both central and local, becoming the largest issuers alongside conventional
financial institutions [5]. In 2022, green bonds issued by SOEs accounted for 65% of the total number
of issuances, with the issuance value reaching RMB 579.638 billion [3]. Furthermore, as these trends
continue, new instruments like carbon-neutral and sustainability bonds are being issued, adding
product diversity [7].

Regarding fund investment, clean energy primarily determines the main flow of green bond funds
[4]. In 2022, the investment share of clean energy projects was 24.34%, with infrastructure green
upgrade projects next at 15.19% [3]. Wind power and photovoltaic power projects, which fall under
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the clean energy category, are in significant need of financial investment, and investments are also
increasing in green transportation and green building sectors [4].

2.2. Main Types and Issuance of Green Bonds

In China, the principal types of green bonds include green corporate bonds, green financial bonds,
and municipal green bonds [5]. Green financial bonds, first introduced in the market, are
predominantly issued by commercial banks and policy banks [7]. Between 2016 and 2018, green
financial bonds made up over 50% of all green bond issuance; however, post-2020, with the
enhancement of special local government bonds, green bonds from local governments began to grow
[6].

In 2022, as in previous years, the issuance of green financial and green corporate bonds remained
active [3]. Specifically, there were 54 green financial bonds and 27 green corporate bonds issued,
while local governments issued 105 green bonds [3]. New types of instruments also appeared, such
as carbon-neutral bonds and sustainability-linked bonds [7]. In 2021, 132 carbon-neutral bonds with
a total value of 212.256 billion yuan were issued, serving as a vehicle in advancing the “dual carbon”
objective [2].

SOESs remain the most significant issuers, with central and local SOEs accounting for over 80% of
the total issuance scale [5]. Green bond issuance by private enterprises was comparatively low,
standing at 7.51% [2]. The credit quality of green bonds is reasonably good, with over 80%
comprising AAA-grade green bonds [3].

In conclusion, China has successfully established a well-developed green bond market; however,
issues remain regarding the variety of instruments offered, the targeting of capital streams, and
especially the active engagement of private companies in green bond issuance [2,5].

3.  Challenges Facing the Green Bond Market

Green bonds are important to support the transition towards a low-carbon economy and to attain
China’s “dual carbon” goals [2]. Their further development, however, encounters several limitations,
especially in aspects such as financing costs, market acceptance, information disclosure, regulatory
issues, and product structure innovation [8]. This section analyzes these problems and their effects on
the sustainable growth of China's green bond market [5].

3.1. Financing Costs and Market Acceptance

One ofthe most significant challenges is the high financing costs when issuing green bonds [7]. While
green bonds offer environmental and reputational benefits for issuers, the cost of capital often remains
higher than that of regular bonds [7]. This situation increases costs for companies and can deter
issuance [7]. The Chinese government has proposed financing subsidies in some areas, covering, for
example, about forty percent of the bond interest in selected regions; however, such measures are not
widespread enough to significantly reduce costs [6].

Another hurdle is that green products have not been widely accepted in the market [5,8]. Many
investors are hesitant due to the perceived risks associated with the actual returns on green
investments [5,8]. Although the issuance of green bonds is encouraged to enhance corporate social
responsibility and ESG ratings, doubts persist about the financial gains [1,2,5]. Additionally, most
issuances are by state-owned companies, creating a market with limited participation from private
and smaller enterprises [2,5]. This situation hinders market acceptance and diversification of green
bond issuers [5].
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3.2. Disclosure and Regulatory Issues

A significant deficiency in China’s green bond market is inconsistent information disclosure practices
[9]. Adherence to standardized disclosure guidelines is essential to maintain investor confidence and
market integrity [9]. Many green bond frameworks require issuers to account for how the funds will
be used and the environmental impact of projects, but not all issuers comply adequately [9]. The
phenomenon of "greenwashing"—where bonds are labeled as green without meeting environmental
standards—remains a concern, necessitating stricter enforcement of disclosure regulations [9].

To address these problems, China has issued documents such as the "Green Bond Endorsed
Projects Catalogue" to clarify the scope of eligible green projects [6]. However, implementation of
these guidelines varies across sectors [6]. Additionally, the lack of international standards for green
bonds presents a challenge [9]. While China's green bond framework aligns with international
practices, regulatory coordination necessary for market internationalization remains insufficient [9].

3.3. Product Structure and Innovation Issues

Another challenge is the limited variety of financial products in the green bond market [5,7].
Available financial products are concentrated in areas like renewable energy and clean transport [5],
limiting the prospects for market expansion. There is a lack of financing facilities and structures for
other green economic activities such as sustainable agriculture or water management, which are in
high demand [5].

Moreover, restructuring green bonds is important to accommodate long-term environmental
projects [7]. Investment returns on green projects typically take longer to materialize, but most green
bonds in China's capital markets have shorter maturities [7]. This mismatch reduces the effectiveness
of green bonds in raising funds for long-term projects [7]. Introducing new financing options, such
as non-convertible green bonds, green perpetual bonds, or hybrids, could better suit long-term
financing needs [7].

In conclusion, although China's green bond market has progressed significantly, these challenges
affect the sustainable development of the market [5,8]. Managing risks, improving information
transparency, fostering competition, and promoting product innovation are crucial for the growth and
environmental objectives of the green bond market [4,5,7].

4. Conclusion

The development of China's green bond market is integral to achieving its “dual carbon” aspirations.
Green bonds have financed sustainable projects, reducing environmental risks and promoting
corporate behaviors guided by environmental sustainability and ESG principles. However, barriers
such as high financing costs, limited market capacity, inadequate information disclosure, and product
innovation issues remain. Addressing these problems is necessary to maintain the development and
international position of China's green bond market.

Reducing issuance costs, especially for private enterprises, through substantive government
subsidies and incentives is essential. Strengthening legal instruments on information disclosure would
improve transparency, mitigate greenwashing, and boost investor confidence. Additionally, adjusting
the structure of green bond products by incorporating new financial instruments would better suit
long-term financing needs and attract a wider base of investors.

The prospects for the future development of China's green bond market are positive, considering
the increasing global focus on climate change and sustainable development. With appropriate policy
incentives, support for innovation, and global partnerships, China can achieve global leadership in
green finance. Expanding the scope of green bonds to include a broader range of projects and sectors
is necessary to meet environmental goals and promote healthy economic growth. Enhancing the green
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bond framework is critical for advancing the market and increasing its importance in the global
transition toward a low-carbon economy.
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