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Outlook

* Introduction
* A new governance framework for sustainable finance is emerging

* The EU sustainable finance regulation and its implications for the rest
of the world

* Markets are looking for ESG investment opportunities
* The pitfalls of ESG investing
e Conclusion: The need to adapt to a new environment
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The world is facing major challenges

* Climate crisis
e Ecological crisis

 Social inequality

* COVID-19 has demonstrated the vulnerability and lack of resilience of
societies and economies.

* To address these challenges, we need finance to be part of the
solution, not part of the problem.



(a) Societal choices about adaptation,
mitigation and sustainable development
made in arenas of engagement

Dimensions that enable actions
towards higher
climate resilient development
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(b) Nustrative development pathways
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Narrowing window of
opportunity for higher CRD
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Sustainability has become a mega-topic in finance

* Markets are looking for ESG investment opportunities.

e Ratings agencies and index companies are integrating climate risks and
ESG metrics.

* Monetary and financial authorities are increasingly introducing
sustainable finance policies and frameworks.

* This is a global trend that will reshape the global financing landscape.

* Global de facto standards are emerging.
e Standards are being set in major markets.

* Individual firms and economies at large need to adapt not only to
environmental change but also to changing market expectations.



From environment- & climate-related risks to financial risks

Environment- and
climate-related risks

Transition risks Micro Credit risk
- Policy and regulation Affecting individual businesses and households - Defaults by businesses
- Technology . and households
development Businesses . - Households - Collateral depreciation
. Consumer preferences . Pfopert_y damage and business . L9ss of income (from vyeather
disruption from severe weather disruption and health impacts, Market risk
- Stranded assets and new capital labour market frictions) . Repricing of equities,
expenditure due to transition « Property damage (from severe fixed intome, '
. Chang_ing' c.iemand an.d costs weather) or rest'ri!ctio_ns (frorp commodities etc. <
« Legal liability (from failure to low-carbon policies) increasing S
mitigate or adapt) costs and affecting valuations Underwriting risk €
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» Increased insured losses 5
Physical risks Macro « Increased insurance gap 2
. Chronic Aggregate impacts on the macroeconomy =
=
Sgéit;rt';ziﬁture’ . Capita_l de;_:reciation and increased investment Operational risk g
. - Shifts in prices (from structural changes, supply shocks) : S :
agricultural Siiciniito ch . haat Bielaon o « Supply chain disruption
ductivity, « Productivity changes (from severe heat, diversion of investment to . Forced facility closure
Eer: Vel ! mitigation and adaptation, higher risk aversion) g '
. Acute (e.g. heatwaves - Labour market frictions (from physical and transition risks)
Hond cicdenes - Socioeconomic changes (from changing consumption patterns, Licuidity risk

migration, conflict)
« Other impacts on international trade, government revenues, fiscal
space, output, interest rates and exchange rates.

and wildfires)

« Increased demand for
liquidity
« Refinancing risk
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Environment & climate and economy feedback effects Economy and financial system feedback effects
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Double materiality

FINANCIAL OBJECTIVE:

addressing the impact of climate-related risks
and/or ESG-related risks on the portfolio

EXTRA-FINANCIAL OBJECTIVE:
addressing the impact of the portfolio

on the environment and society
oSS
— —

Source: NGFS (2019).
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A new governance framework for
sustainable finance is emerging



A dual challenge for central banks and supervisors

Support the alignment of financial
markets with sustainability goals and the
scaling up of sustainable finance and
Investment.

Mitigate macroeconomic and financial
stability risks stemming from the
physical and transition risks of climate
change and nature loss.

* By supporting an alignment of the financial sector with climate, nature
and other sustainability goals, central banks and supervisors can
contribute to a climate/nature-proofing of the economy and make the
economy less vulnerable to future shocks.

Centre for German Institute

Sustainable Finance ¢4 BB BB B S | of Development 11
o and Sustainability

SOAS University of London



Centre for
Sustainable Finance @ I D 0 S

‘SOAS University of London

German Institute
of Development
and Sustainability

Government
policy for real
economy action

Transition of the

real economy to
climate neutrality

Central bank
and supervisory
policy for financial
system action

Source: Dikau, Robins and Volz (2021).
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Network of Central Banks and Supervisors for
Greening the Financial System (NGFS)

* Founded at the Paris “One Planet Summit” in December 2017 by eight
central banks and supervisors.

e Consists now of 121 members and 19 observers.

NGFS
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Sustainable finance policy measures and regulations in selected
developed and developing economies, 2010-2022

® G20 members [ Other selected economies

350
300
250
200
150 n n =
100 n
n B
50 H H
0
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Note:  Other selected economies include Switzerland, as well as 13 developing economies (Bangladesh, Chile, Colombia, Egypt, Hong Kong (China), Kenya, Malaysia,
Nigeria, the Philippines, Singapore, Thailand, the United Arab Emirates and Viet Nam), and ASEAN. Relevant measures of the EU are included in the number for the G20.
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Monetary and financial authorities are increasingly

introducing sustainable finance policies and
frameworks

e Disclosures.
e Taxonomies.

e Scenario analysis and climate stress tests.
* Prudential frameworks.



New norms around management and
disclosure of climate risks are emerging

Principles for Responsible Banking Task Force for Climate Related Financial Disclosure

5K FORCE ow
FLIMATE RELATED
FIMAMNCIAL
DISCLOSURES

“P | RESPONSIBLE.
£ | BANKING

Principles for Sustainable Insurance Principles for Responsible Investment

@ PRI

for Sustainable
Insurance

Principles for
Responsible
Investment
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Sustainability disclosure measures

B No Policy [ In Development [lImplemented = Covered by EU

Source: UNCTAD (2022).
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03 November 2021

IFRS Foundation announces International
Sustainability Standards Board, consolidation with

CDSB and VRF, and publication of prototype
disclosure requirements

As world leaders meet in Glasgow for COP26, the UN global summit to address the critical and urgent
issue of climate change, the IFRS Foundation Trustees (Trustees) announce three significant Related information
developments to provide the global financial markets with high-quality disclosures on climate and other

Erkki Liikanen's COP26 speech
sustainability issues:

. . L _ Feedback Statement on proposed
¢ The formation of a new International Sustainability Standards Board (ISSB) to develop—in the o
. . _ , _ o amendments to the IFRS Foundation’s

public interest—a comprehensive global baseline of high-quality sustainability disclosure standards

_ , , Constitution
to meet investors’ information needs;

IFRS Foundation Constitution
e A commitment by leading investor-focused sustainability disclosure organisations to consolidate

into the new board. The IFRS Foundation will complete consolidation of the Climate Disclosure ISSB: Frequently Asked Questions
Standards Board (CDSB —an initiative of CDP) and the Value Reporting Foundation (VRF—which
houses the Integrated Reporting Framework and the SASB Standards) by June 2022; International Sustainability Standards Board
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Sustainable finance taxonomy

B No Policy [ In Development [llImplemented | Covered by EU

Source: UNCTAD (2022).
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Scenario analysis and climate stress tests

1. Scenarios 2. Impact modelling 3. Vulnerability 4. Outcome / loss

e Transition risk e Macro approaches e Sectoral exposures e Capital
® Physical risk * Meso/micro approaches ¢ Regional exposures e Profitability

Technological breakthroughs

4 Yes Scenario shock m Shocks are severe but plausible
m Based on literature review and
Technology shock Double shock expert views
A: Banks
Macro-economic i
Simuiation m Simulation of macro-economic Polle shock
: variables for each scenario
Active  policy m Generated using NiGEM Technology shock
¥ stance
Double shock
Policy shock o
STy Disaggregate to m Distribute macro-economic - Confidence shock
€ Carben ¢ Tecoileval effects across 56 industries
= Based on embodied carbon CET1-ratio: 0% 4% 8% 12% 16%
emissions
¥ No

= Calculate impact on exposures
’ Financial impact of financial institutions
® Based on exposures from

end 2017
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FINANCIAL
STABILITY
BOARD

FSB Roadmap for Addressing Financial Risks
from Climate Change

2022 progress report

Basel Committee
on Banking Supervision

Basel Committee
on Banking Supervision

Frequently asked
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The EU sustainable finance
regulation and its implications for
the rest of the world
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The EU sustainable finance regulation EGITEESS

EUROPEAN ECONOMY

* The Non-Financial Reporting Directive (NFRD)

e Requires large EU “public interest” corporates (including many financial

services firms) to publish data on the impact their activities have on ESG
factors.

* The Taxonomy Regulation

* Introduces a sustainability classification system through which investment
firms must classify investments based on NFRD data (and other datasets).

* The Sustainable Finance Disclosure Regulation

* Requires investment firms to disclose:

* The environmental sustainability of an investment and the provenance of any ESG claims
made;

* The risks investments present to ESG factors;
* The risks ESG factors present to investments.

entre 1or X 2 1 ™ % A | German Inst itute
ustainable Finance g4 B B B E B Sy | of Development 23
and Sustainability
s sity of London



The EU Taxonomy encompasses a set of definitions for
sustainable activities centered around PREEE

CCTHEEU X

six environmental objectives < te

Transition to a
circular economy,

"""""" . L  \/aste prevention
and recycling
- : ENVIRONMENTAL :
il ... OBJECTIVES —
........... ) YO Protection of

healthy
ecosystems
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Criteria for “Environmental Sustainability”

Article 9 Articles 10-16, 19

Substantial Contribution to Compliance with Technical
Environmental Objective(s) Screening Criteria

Article 3
Economic Activities

Article 17 Article 18

No Harm to Other Minimum Social and
Environmental Objectives Governance Standards
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International Platform on Sustainable Finance

: K4 L - or a0
OF GLOBAL
=== ' GHG EMISSIONS
ARGENTINA CANADA CHILE CHINA EUROPEAN UNION
& . E - S
| | : OF GLOBAL GDP
HONG KONG SAR INDIA INDONESIA JAPAN KENYA MOROCCO l

ae -1 [ ==
I | S

NEW ZEALAND NORWAY SENEGAL SINGAPORE SWITZERLAND UNITED KINGDOM

50%

OF WORLD
POPULATION

Centre for German Institute
Sustainable Finance ¢4 BB BB B S | of Development

- 4 and Sustainability
SOAS University of London



~ /\ | -
#EUGreenDeal '« ‘. ‘\ \‘\ 0» ,

CARBON BORDER
MENT MECHANISM

~ European |



Markets are looking for ESG
Investment opportunities



Sustainable funds and assets
under management (bn USS and number)

@ Europe [ United States & Rest of the world
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Annual sustainable debt issuance (USS bn), 2013-2021
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w Sustainability-
linked bond

m Sustainability
bond

m Green loan

Sustainability-
linked loan

m Social bond

m Green bond
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ASEAN cumulative green, social and
sustainability bond/loan issuance by country
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The pitfalls of ESG investing
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Comparison of ESG evaluation by FTSE and MSCI
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ESG ratings of select companies by different raters

Facebook
JPMorgan Chase

Johnson & Johnson

WelsFargo —

Walmart

Pfizer
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Financial world greenwashing the public with deadly
distraction in sustainable investing practices

“The financial services industry is duping the American public with its pro-
environment, sustainable investing practices. This multitrillion dollar arena of
socially conscious investing is being presented as something it’s not. In
essence, Wall Street is greenwashing the economic system and, in the
process, creating a deadly distraction. | should know; | was at the heart of it.

As the former chief investment officer of Sustainable Investing at BlackRock,
the largest asset manager in the world with $8.7 trillion in assets, | led the
charge to incorporate environmental, social and governance (ESG) into our
global investments. In fact, our messaging helped mainstream the concept
that pursuing social good was also good for the bottom line. Sadly, that’s all it
is, a hopeful idea. In truth, sustainable investing boils down to little more than
marketing hype, PR spin and disingenuous promises from the investment
community.”

Tarig Fancy, former Chief Investment Officer of

p Sustainable Investing at BlackRock
Swtanave Frarce g | QS [Fsem, 5 .

Source: Fancy (2021).
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Spadal report | ESG investing

A broken system
needs urgent repairs

The environmental, social and governance (ESG)
approach to investment is broken. It needs to be
streamlined and stripped of sanctimoniousness,
argues Henry Tricks

Centre for German |
Sustainable Finance I D of Develc
and Sust:

‘SOAS University of London




Conclusion: The need to adapt to
a hew environment



* Global de facto standards are emerging.
e Standards are being set in major markets.

* The EU sustainable finance regulation will have massive implications for the
Asia Pacific Region as well.

e Ratings agencies are giving ever more attention to ESG risks.
* Both at corporate and sovereign level.

* Index companies are integrating climate risks.
e ESG funds become ever more important.

* Individual firms and economies at large need to adapt not only to
environmental change but also to changing market expectations.



‘ ‘ “Changes in climate policies, new technologies
and growing physical risks will prompt
reassessments of the values of virtually every
financial asset. Firms that align their business
models to the transition to a net zero world

will be rewarded handsomely. Those that fail
to adapt will cease to exist.”
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