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Structure

 Financial Sector Trends in EMDESs: Divided Risk Outlook and
Sovereign-Bank Nexus Risks Need to Be Addressed

« Global Climate Finance Landscape: The Climate Finance Gap Is
Large -- Bank Authorities to Play a Key Role Within their Mandates

* Regional Climate Finance Landscape: Uneven Flows at Risk of
Slowing, as Policies Aim to Boost Growth
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Financial sector risks are divided along income and regional lines

Financial sector risk outlook in the next 12 months by
income group

(percent of countries in sample)

Financial sector risk outlook in the next 12 months
by region
(percent of countries in sample)
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EMDEs with high financial risks often lack the capacity to deal with financial
sector stress
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Countries with a tighter sovereign-bank nexus often have weaker institutional

frameworks

Strength of the institutional framework by countries depending on the share of

bank lending to the government (percent of countries in sample)
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Sources: World Bank staff calculation based on based on IMF International Financial Statistics data and World
Bank staff assessment.
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EMDEs face elevated climate risks and larger investment needs, but receive
only a small share of global climate finance flows

Most climate finance is directed toward China and AEs Only 14% of climate finance reaches EMDEs (ex-
with private finance focused on mitigation efforts (global  China), despite accounting for 25% of global GDP and
climate finance flows in 2022 $ billions) 43% of emissions (global GDP versus climate finance flows
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Source: World Bank staff calculation based on WEO for GDP, Buchner et al. (2023) for global climate finance flows, and EDGAR Community GHG Database for
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EMDEs need 3x more climate financing by 2030, including increased lending
by their banks
S

Additional annual climate finance needs between 2023 Climate Financing is 5% or less of lending portfolio for
and 2030 by income level (percent of GDP) almost 60% EMDESs banks (percent of total loans)
8 B.0
100%
! Unable to estimate 23%
L]
11% or more 9%
: 6% -10% 10%

Percent

5% or less
4 EMDE= [ax China) nead

) $574bn additional annual of banks report <5%
climate finance until 2030, share of climate finance
1 averaging 2.8% of GDP ) )
No climate finance
[i] 2
Upper-middle-incomea  Lower-middle-income Lorww-incoma
countries countries countrias
Source: World Bank Source: IFC data WORLD BAN K GROUP

9 Equitable Growth, Finance & Institutions



EMDE banking authorities are in the earlier stages of climate risk supervision,
with novel approaches to manage climate-related financial risks emerging

Share of banking authorities implementing selected
supervisory actions related to climate risk (percent)
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Some EMDEs have adapted climate risk
assessments to local extreme weather (examples)

Typhoons
in the Philippines

Floods
W in Colombia
‘ Droughts
in Morocco
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EMDE banking authorities starting to apply novel tools to also enable climate

finance — empirical evidence on their suitability and effectiveness is emerging
S

Emerging applications of regulatory tools to manage risk
and enable climate finance
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Source: World Bank
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... with potential impacts on financial inclusion,
intermediation, and stability

WIN-WIN

« Support mobilization & stability, e.g., transition
plans

* Build resilience & inclusion: e.qg., post-disaster
regulatory response

JURY'’S STILL OUT

« Effective during transition phase e.g., targeted
refinancing operations

« Stability / market distortion concerns: e.g.,
lending quota, risk weights
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Complementary regulatory tools and financing sources - incl. National
Development Financial Institutions (NDFIs) - needed to meet climate goals

Taxonomies, crucial for classifying investments NDFIs have $19 trillion in assets, cover 10 percent of
supporting climate goals, cover only 10 percent of global investment, and provide 19 percent of climate
EMDEs (percent of countries covered by taxonomy) finance (percent of climate finance by origin 2022)
No taxonomy/framework/guidelines Green/sustainable bond framework
B Mandatory green/sustainable finance taxonomy M Voluntary green/sustainable finance taxonomy

AEs $686 bn
EMDEs $700bn
EMD_ES 17 ] $109bn
Percent of countries covered by taxonomies and frameworks excl. China
Percent
AE
EMDE M Commercial Fls B NDFIs State-owned Fls Other
0 25 50 75 100
Source: World Bank Source: World Bank based on CPI data
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Banking authorities can take action to enable more climate finance through
the banking sector

c Banking authorities need to develop well-functioning green taxonomies, sound data, and
strong disclosure standards as key preconditions to successfully address climate issues.

° Banking authorities need to proactively manage climate risk by deploying regulatory tools in a
sequenced, proportional, and efficient manner, while mitigating the potential impacts on

financial inclusion.

As they adopt novel approaches to enabling climate finance, banking authorities must not
compromise on their primary financial stability objective.

International networks and standard setters should provide more analysis and guidance on the
effective and appropriate deployment of measures that can enable climate finance.

Policy makers should deploy complementary tools and reach institutions beyond the banking
sector to boost climate finance.
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Structure

 Financial Sector Trends in EMDESs: Divided Risk Outlook and
Sovereign-Bank Nexus Risks Need to Be Addressed
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East Asia Pacific is highly vulnerable to climate risk, with several countries
facing severe impacts on GDP from climate change

East Asia & Pacific is most affected by climate Several Asian countries face severe impacts on GDP
disasters (Shares of climate-related natural from climate impacts (by 2050 against baseline scenario)
disasters, 184 countries — 1980-2019) South Asia East Asia Pacific
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Sources: World Bank (2021), World Bank CCDR
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https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099614202282325736/idu010b823eb0a253042430a92f0c19e5f0c80bc
https://www.worldbank.org/en/publication/country-climate-development-reports

Regional climate finance growth in EAP (ex-China) has stalled since 2021

despite significant financing needs

Climate finance growth in EMDEs ex China and
LDCs ($ billions)

USD billion

Climate finance needs between now and 2030 by
country (% of GDP)
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https://www.climatepolicyinitiative.org/publication/global-landscape-of-climate-finance-2024/

Many countries in East Asia Pacific urgently need to scale adaptation, low-

carbon, and transition finance

Adaptation measures could lower economic impact
Impacts by 2050 against baseline growth scenario

Il Without adaptation [l With adaptation
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Source: World Bank CCDR, World Bank (2024), Towards a Green and Resilient Thailand.
* Estimates for Thailand are based on the impact of a major flood in 2030 on GDP (% from baseline) with
and without flood protection measures
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Global energy transition investment by sector and
country in 2023 (% of GDP)

China 1.6 1.5 3.8
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Source: World Bank, based on Bloomberg data
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https://www.worldbank.org/en/publication/country-climate-development-reports
https://documents1.worldbank.org/curated/en/099103024104538193/pdf/P1795931fefb19013187fa16db0b0d5cc3b.pdf

Climate finance by EAP banks remains relatively limited, albeit notable
growth in select markets, especially China

Climate Financing as share of lending portfolio in Outstanding green loans in China
EMDE banks Trillion RMB
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https://openknowledge.worldbank.org/server/api/core/bitstreams/9f1f6970-5619-4f5d-a8e5-e32a2fa58db0/content

Labeled sustainable debt issuance in the region has grown, including
sustainability-linked instruments, but momentum is slowing

19

Total sustainable debt issuance (bonds and loans) in ASEAN
($ billions)
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Bond issuance patterns vary widely across the region, with corporate

participation lagging in several countries
e

Capital Market Sustainable vs Total Bond Issuances in Main Issuers of Sustainable Finance Debt, Selected Asian
Selected Asian economies (2017-2024) economies (2017-2024)
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Countries in the region are increasingly developing financial sector policies

to support climate finance and address sustainable finance challenges
S

Selection of policy trends Challenges associated with sustainable finance in
ASEAN region (N=100)

100

= Green Finance: Targeted initiatives to boost
sustainable financing across the region, with

» : 80
opportunities to boost blended finance, role DFIs
and carbon markets 60
» Disclosure and Taxonomy: Emphasis on 40
developing taxonomies and aligning with ISSB
frameworks. Emerging interest in transition 20
planning
0
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= Risk Management: Nascent but advancing Bl (nformation environment [l Lack of assets
climate risk assessments and management I nternal resource constraints [l Return and risks
measures B Regulations B Lack of corp. policies
Sources: World Bank (2024), World Bank (2022), Unleashing Sustainable Finance in Southeast Asia
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https://openknowledge.worldbank.org/server/api/core/bitstreams/9f1f6970-5619-4f5d-a8e5-e32a2fa58db0/content
https://openknowledge.worldbank.org/handle/10986/38341
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Annex: Green issuances dominate in most countries, SLB markets remain

small relative to conventional sustainable issuances
e

Breakdown of Value of Green vs. Other-labelled (eg. Social, Share of Green vs. Other-labelled (Social, Sustainability)
Sustainable, etc.) Issuances in Selected Asian economies Issuances in Selected Asian Economies (2017-2023)
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