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01 
Introduction 

“Many stakeholders in the financial industry, and central 
bankers, too, have realized that climate change is not an 

issue for next century. It’s an issue for now, and it’s a 
topic not only for other sectors but also for the financial 

sector and for central bankers and supervisors.”  
Sabine Lautenschläger @ Network for Greening the 

Financial System Conference, Paris, 17 April 2019 
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The Role of Finance in Response to Climate Change 

In the 2015 Paris Agreement, national governments agreed to strengthen the global response to the threat 
of climate change through three main actions: 
1. Keep global temperature rises well below 2⁰C above pre-industrial levels, and to pursue efforts to 

limit the temperature increase even further to 1.5°C. 
2. Strengthen the ability of countries to adapt to climate change and develop low greenhouse gas 

emission technology. 
3. Make finance flows consistent with a pathway toward low greenhouse gas emissions and climate-

resilient development.  

Financial institutions have a key role to play in meeting the third action. 
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What Is Climate Change Risk? 

Physical Risk 

“Physical risks resulting from climate change can 
be event driven (acute) or longer-term shifts 
(chronic) in climate patterns. Acute physical risks 
refer to those that are event-driven, including 
increased severity of extreme weather events, 
such as cyclones, hurricanes, or floods while 
chronic physical risks refer to longer-term shifts in 
climate patterns (e.g., sustained higher 
temperatures) that may cause sea level rise or 
chronic heat waves. Physical risks may have 
financial implications for organizations, such as 
direct damage to assets and indirect impacts from 
supply chain disruption” (TCFD).  

Transition Risk 

Transition risks are the risks associated with the 
transition to a low-carbon economy and are 
probably the most difficult to estimate, due to 
their dependencies from politics etc. 
 
“Transition risks may entail extensive policy, legal, 
technology, and market changes to address 
mitigation and adaptation requirements related to 
climate change. Depending on the nature, speed, 
and focus of these changes, transition risks may 
pose varying levels of financial and reputational 
risk to organizations” (TCFD).  

Common Distinction into Two Different Risks 

Sources: “Recommendations of the Task Force on Climate-related Financial Disclosures”, TCFD, Final Report 2017 
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Regulation and Supervision 
“The ECB, acting within its mandate, can – and should – 
actively support the transition to a low-carbon economy, 

in two ways: first, by helping to define the rules of the 
game and, second, by acting accordingly, without 

prejudice to price stability”  
Benoît Cœuré, Member of the Executive Board of the 

ECB, Berlin, 8 November 2018 
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EBA: Action Plan on Sustainable Finance 1/4 

Strategy and 
Risk 

Management 

Key Metrics 
and Disclosure 

Stress Testing 
and Scenario 

Analysis 

Prudential 
Treatment 

On 6th December 2019, EBA published its Action Plan On Sustainable Finance, giving first hints on the 
approach that will be followed addressing climate change risks and the time-lines for reports, advices, 
guidelines and technical standards delivery. 

Points to be Covered 
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EBA: Action Plan on Sustainable Finance 2/4 

EBA Mandates 

As per point 7 of the document, “The Commission’s Action Plan on 
sustainable finance is part of broader efforts to connect finance with 
the specific needs of the European and global economy related to 
sustainable development, and has three main objectives:  
• reorient capital flows towards sustainable investment in order to 

achieve sustainable and inclusive growth;  
• manage financial risks stemming from climate change, resource 

depletion, environmental degradation and social issues; and  
• foster transparency and long-termism in financial and economic 

activity.” 

EBA is fundamentally declaring its commitment to complete 3 kinds 
of mandates: 
1. to assess the potential inclusion of ESG risks in the 

supervisory review and evaluation process performed by 
competent authorities; 

2. to specify ESG risks’ disclosures as part of the comprehensive 
technical standard on Pillar 3; 

3. to assess whether a dedicated prudential treatment of 
exposures related to assets or activities associated 
substantially with environmental and/or social objectives 
would be justified (as a component of Pillar 1 capital 
requirements). 

Sources: “EBA Action Plan on Sustainable Finance”, EBA, 2019 
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EBA: Action Plan on Sustainable Finance 3/4 

• […] Given the complexity of this mandate, the 
EBA will first publish a discussion paper in Q2-
Q3 2020 seeking stakeholder feedback before 
completing the final report by the deadline of 
28 June 2021 

Point 
24 

• The EBA aims to develop a dedicated climate 
change stress test with the main objective of 
identifying banks’ vulnerabilities to climate-
related risk and quantifying the relevance of 
the exposures that could be potentially hit by 
physical risk and transition risk. Since climate 
risk stress-testing frameworks are developing, 
there are multiple constraints on designing a 
robust framework. 

Point 
29 

• In the short term, as part of the regular risk 
assessment of EU banks, a sensitivity analysis 
for climate risks could be undertaken in the 
second half of 2020 for a sample of 
volunteering banks. The exercise would focus 
on transitional risks and consider a longer time 
horizon. 

Point 
30 

Stress-testing and Time-lines 

Sources: “EBA Action Plan on Sustainable Finance”, EBA, 2019 
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EBA: Action Plan on Sustainable Finance 4/4 

Since EBA is going to assess whether changes to capital requirements from Pillar I should be justified, 
most probably by 2025, financial institutions need to be given a guide to differentiate Green from Brown 
investments (e.g. a clear definition on Green Bonds). Up to 2019, no official classification had been made 
available. 

The Action Plan’s first point in annex provides an update of the European Commission’s ongoing work, 
which seems to be close to a final validation but is not completed yet: 
 

“The European Commission set up a technical expert group on sustainable finance (TEG) to assist it particularly in the development of a unified classification 
system for sustainable economic activities, an EU green bond standard, methodologies for low-carbon indices, and metrics for climate-related disclosure. 
The TEG consists of members from civil society, academia, business and the finance sector, as well as additional members and observers from EU and 
international public bodies. The TEG published its technical report on EU taxonomy in June 2019. The report provides technical screening criteria for 67 
economic activities. The TEG at the same time also published the report on an EU Green Bond Standard and the report on EU climate benchmarks. The 
Commission will use the outcome of the TEG’s work for further legislative and non-legislative work.” 

A Global Taxonomy for Green Investments  

Sources: “EBA Action Plan on Sustainable Finance”, EBA, 2019 
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A View from the ECB 

ECB latest news on climate change risks are to be found in Vice-President Luis De Guindos’ 21st  November 
speech “Creating sustainable financial structures by putting citizens first”. 
 

• Full disclosure of climate impacts on financial assets has yet to be reached: 
 

o Banks should follow recommendations provided in 2017 by TCFD and later (2018) confirmed by the Network for 
Greening the Financial System (NGFS) (a group of central banks, supervisors and international organizations), to 
help Supervisors understand what could be considered a high-quality level of disclosure. 

 

o European Commission’s work on Taxonomy is believed to potentially contribute in the increase of disclosure, by 
setting standards and labels for green assets. 

 

• ECB is currently “developing an analytical framework for carrying out a climate risk stress test 
analysis for the euro area banking sector”: 
 

o No hint or time-line has been given yet. 

Analyses are ongoing on ECB 
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On-going Discussions 

• As highlighted by EBA too, regulators are currently wondering whether to insert any Risk Weight 
relief for assets considered to be «green», modifying the capital charges defined in Pillar I. 

• The idea is stoking controversy among commercial and central banks, which are divided on 
the wisdom of using capital requirements to drive sustainable investment. Critics say mixing 
sustainability and credit ratings could incentivise banks to increase the riskiness of their loan 
portfolios in pursuit of ‘green’ laurels (see Wiedmann, BNP, …). 

Capital 
Charges 

• Christine Lagarde has defined the fight against climate change “mission critical” for the European 
Central Bank and many believe the ECB should make use of its firepower to boost the green 
assets market by increasing the (already notable) amount of such products bought. 

• Commercial and National Central Banks (see Wiedmann and Visco) representatives believe 
that it would too risky and that the Institution shouldn’t abandon its Neutrality principle  

ECB Actions 

• Under Trump’s mandate, USA has decided not the be part of 2015 Paris Agreement and 
consequently US banks seem to be less aware and active on the climate change risks related to 
the financial industry. 

• Will they follow the European guide? 

The US Role 
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Sources and Literature 

EBA: 

• EBA Action Plan on Sustainable Finance, 6 Dec 2019 

 

ECB: 

• Central Bankers, Supervisors and Climate-Related Risks, 17 Apr 2019 

• Climate Change and Financial Stability, May 2019 

• Implications of the Transition to a Low-Carbon Economy for the Euro Area Financial Yystem, 21 Nov 2019 

 

OTHERS: 

• A Call for Action: Climate Change as a Source of Financial Risk, Apr 2019 

• Climate Rsk-Weighting: the Devil and the Deep Blue Sea, Dec 2019 

• Recommendations of the Task Force on Climate-related Financial Disclosures, Jun 2017 
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https://eba.europa.eu/sites/default/documents/files/document_library/EBA Action plan on sustainable finance.pdf
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp190417~efcf14da2a.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp190417~efcf14da2a.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp190417~efcf14da2a.en.html
https://www.ecb.europa.eu/pub/financial-stability/fsr/special/html/ecb.fsrart201905_1~47cf778cc1.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191121_1~af63c4de7d.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191121_1~af63c4de7d.en.html
https://www.ecb.europa.eu/press/key/date/2019/html/ecb.sp191121_1~af63c4de7d.en.html
https://www.banque-france.fr/sites/default/files/media/2019/04/17/ngfs_first_comprehensive_report_-_17042019_0.pdf
https://www.risk.net/risk-management/7236836/climate-risk-weighting-the-devil-and-the-deep-blue-sea
https://www.risk.net/risk-management/7236836/climate-risk-weighting-the-devil-and-the-deep-blue-sea
https://www.risk.net/risk-management/7236836/climate-risk-weighting-the-devil-and-the-deep-blue-sea
https://www.fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-2017-TCFD-Report-11052018.pdf
https://www.fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-2017-TCFD-Report-11052018.pdf
https://www.fsb-tcfd.org/wp-content/uploads/2017/06/FINAL-2017-TCFD-Report-11052018.pdf
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