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CLIMATE CHANGE: HOW DOES IT IMPACT
THE BANKS?

Key takeaways


Banks are highly regulated institutions and they are under public scrutiny. They increasingly have
to demonstrate that environmental, social, and governance (ESG) subjects are at the top of their
agenda.



We caution that there are perception risks for banks which fail to address such subjects. They
could end up with a damaged image and reputation which could in term harm their franchise. We
deem the opposite is true for banks which are the most advanced on ESG subjects.



While we strongly believe that governance is crucial for banks, they also need to address
environment and social subjects, notably with the key question of climate change and energy
transition financing.



In this report, we focus on environmental subjects which we deem are relevant for banks. Bearing
in mind that banks are also actors in energy transition through their role as lenders to the real
economy.



In a nutshell, when it comes to climate change, we believe banks are more exposed to transition
risk rather than physical risk, at least for now:
o

In the short term, we see more risks than opportunities for banks. There is a key question
of costs to implement systems designed for measuring and monitoring their exposure to
transition risk. This includes the green asset ratio for European banks and its
implementation.

o

In the long run, we see opportunities with regard to energy transition financing. We also
believe that banks’ reputations and image will eventually be at stake should they either
successfully address or fail to address these risks.
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Introduction: ESG risks and opportunities
for banks
We analyse the banking sector on the 3 pillars
environment (E), social (S) and governance (G)
in order to accurately determine the impact of
environmental, social, and governance factors on
banks. While we have explained in introduction
why environment is an important topic for banks,
let us reiterate what social and governance
means for them.
Regarding the social pillar, we believe that shortterm challenges are related to data protection. In
the
long
term,
it
is
a
question
of business model transformation and change in
banking methods.
We have identified a number of risks for the
banking sector in the social pillar. These include
the sale of unsuitable products to the customer
as well as mis-selling (leading to costs and
sanctions, and impact on brand image). Also,
migration of customer data induced by
regulations, change in banking methods, i.e.
online banking with huge IT investments, change
in demographics (ageing population and impact
on banking product) and finally human capital
(capacity to attract talents). The opportunities
come down to change in customer patterns:
banks advanced in digital transition will benefit
from lower operating costs and more
industrialized processes.

trust.
We will now focus on the environmental pillar and
its impact on the banking sector.
1. Banks’ exposure to transition risk
Mainly risks in the short term
Banks are exposed to transition risk in their
loans and investments on the asset side. A
key risk would be to end up with stranded
assets on their balance sheet.
This notably includes exposure to carbon
intensive sectors and the coal industry. We
note however that banks in emerging countries
tend to have greater exposure to such assets.
Another element we monitor is residual value
risk, namely for auto leasing entities exposed
to a high share of diesel cars.
Longer term, banks which are well
prepared vis-à-vis climate change will
emerge as winners (better image, new
opportunities)
In the mid / long run, energy transition will bring
opportunities namely around the financing of
the transition and the growth of the green and
sustainable bond market (GSS). Banks could
develop new business opportunities for
instance in capital market activities with the
issuance of GSS bonds.

Concerning the governance pillar, the challenges
are related to controversies linked to growing
stakeholder ESG awareness: they are less keen
to accept misconduct even if the financial impact
is immaterial.

GSS bond issuances for banks: green
bonds account for an increasing share of
banks’ bond issues and are mainly realized
under senior status

The risks identified for the banking sector in the
G pillar are also numerous: financial
transparency
risk
(including
organization/business complexity), quality and
timeliness of financial reporting, lack of or
inefficient decision-making process, inadequate
checks and balances and litigation risks, and
governance of IT systems (cybersecurity and
data protection). Concerning the opportunities,
good governance is the minimum we want to see
for banks. Safe haven banks with solid
reputations are best positioned to maintain client

Source: CACIB, EBA, ECB, Banktrack, Bank
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Green asset ratio definition
The green asset ratio (GAR) is the main KPI
put in place by the European Banking Authority
(EBA) and represents the green share of
banks’ exposures according to EU taxonomy.
It will be reported with 3 different measures
(GAR stock: backward looking view, GAR flow
more “dynamic” exposures and non-EU GAR
for the non-EU exposures).
Source: CACIB, EBA, ECB, Banktrack, Bank

Also, sustainable development could induce
positive change in the loan mix. With less
exposure to stranded assets. For instance, the
UN-convened Net Zero Banking Alliance brings
together 95 banks from 39 countries,
representing 43% of global banking assets (over
US$66 trillion) which are committed to align their
loans and investments with net zero emissions by
2050. This will entail the run-down of the most
climate sensitive exposures (GHG sensitive) with
initial targets in 2030. Most European banks have
already set an exclusion policy for coal and
certain fossil-fuel related sectors.
However, as things head in this particular
direction, we would need to watch for potential
concentration risk in ‘green’ industries and
monitor the pricing of these loans (which needs
to reflect their credit risk).
With growing stakeholder awareness of
environmental issues, we also think that banks
on top of E subjects will be more able to defend
and develop their franchise (better ESG
reputation and image).

2. How to measure transition risk?
Regulation: European Union green
deal and green asset ratio (GAR)
The European regulator is putting in place
several quantitative indicators to monitor
and measure banks’ exposure to transition
risk. One of these indicators is the green asset
ratio. In the short term, we caution about high
implementation costs because of a data
issue. In the long run, the GAR will enhance
transparency.

Deadline:
 Banks should have until end 2022 to
report the GARs, based on data at end
2021 (this will apply only to exposures
for big corporates).
 June 2024: proposed deadline for
reporting a more comprehensive GAR
including SMEs.
Quantification of GAR to have an idea of where
we stand today and what this would look like:
 An EU-wide pilot exercise was run by
the EBA on a sample of 29 volunteer
banks from 10 countries, representing
50% of the EU banking sector’s total
assets.
 The aggregated GAR stands at 7.9%
with significant difference amongst the
banks.
 The EBA expects a low single-digit
GAR to be disclosed by banks by 2022,
and also pointed to the importance of
focusing on the targeted GAR of banks.

Short-term issues on data and cost
In the short term, there is the question of
quality and (un)availability of data as banks are
not ready to report under EU taxonomy.
Thus, there will be costs to implement the
GAR. This factor will undermine European
banks’ already low profitability. And this will
become even more of a subject for third tier
banks with extremely low earnings and limited
capacity to meet such requirements.
There are also some limits with regard to the
GAR as it does not capture additionality for
instance.
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Long term: GAR to enhance transparency
and help banks manage their transition risk
Longer term opportunities:
• When data issues are resolved, we
should have better transparency on
banks’ assets. This will facilitate the
identification of the banks which are
more advanced on ESG issues and the
ones that are more exposed to risks.
• GAR to become a tool to engage with
banks on their exposure to climate risks
and how they prepare for this.
• A tool for banks to manage their
transition risk.

eventually influence banks’ capital ratios.
However, we caution that, at this stage, we
think it is very complicated to reconcile the
public push towards greener assets and the
financial stability of the system. As the credit
risk of the underlying loans has to (this is
crucial!) be considered when calculating
banks’ capital.
Final draft 7 October 2021.

Sanda Molotcov, CFA - Head of Credit
Research
Sophie Palagos, CFA - Credit Analyst,
Financial Institutions Team Leader

3. Physical risks
Stressing banks’ capital
In short, banks’ exposure to physical risk
(resulting from damage directly caused by
weather and climate phenomena) is generally
limited for now. However, it could become
more meaningful in case of a disorderly
transition with acute climate change risk. This
is why we believe the key subject is energy
transition financing, with reputation risk for
banks which do not address this topic.





Stress tests: we expect more clarity on
how climate related risks will impact
banks’ balance sheets from 2022
onwards as stress tests are published.
Climate risks are increasingly under
scrutiny and could influence capital
requirements.
However, exposure to physical risk
remains small for banks as
highlighted by the climate stress tests
by ACPR and BOE. The key subject is
energy transition financing.

Finally, we will conclude this report by
highlighting that there are discussions on how
the regulator could incentivize banks to finance
energy transition (go greener) and penalize
banks exposed to brown assets (including
financing fossil assets, etc.). This could

CONCLUSION
In a nutshell, banks are key actors of climate
transition and sustainable development.
While exposure to physical risk is small for
banks (at least for now), the key subject is
energy transition financing, with potential
reputation
risk.
We
see
long-term
opportunities for banks that are well prepared
to face ESG challenges. Banks without ESG
at the top of their agenda might become
laggards.
To analyse banks from an ESG perspective, indepth knowledge of the sector and each business
model is crucial. It requires experience and
extensive resources. At Ostrum AM, the credit
research team is one of the largest in Europe. 23
credit analysts across 3 continents, including 2
analysts specialised in sustainable bonds, cover
1200 issuers worldwide.
Unique to our credit research approach is that
environment (E), social (S) and governance (G)
elements are integrated at all stages of our
analysis. These factors may affect the sector or
the company’s business model and may
therefore have a material impact on its financial
condition today or in the future.
Analysts have a duty to systematically identify
any environmental or social elements which may
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be relevant for the company and roll them up in
the bigger picture of the industry assessment,
business model assessment and assess their
implication. We have also developed a
proprietary methodology to analyse green, social
and sustainable bonds. This organisation, with
banks’ sector-dedicated resources and ESG
materiality approach provides an edge in
analysing banks to support portfolio managers in
their investment decisions.

Ostrum Asset Management – November 2021 - 5
C2 - Inter nal Natixis

`

Additional notes

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or
Institutional Investors and, when required by local regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis
Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier
and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue
Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy
Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21,
60325 Frankfurt am Main, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered
office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 5164059601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment
Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch,
Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés
Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the
Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204
Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct
Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When
permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is
intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended
to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or
directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is
intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated
to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers
authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by
the DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to
participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other
Person should act upon this material. Registered office: Unit L10-02, Level 10, ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United
Arab Emirates
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau
(kinsho) No.425. Content of Business: The Company conducts investment management business, investment advisory and agency business
and Type II Financial Instruments Business as a Financial Instruments Business Operator.

C2 - Inter nal Natixis

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting
Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and qualified
investors for information purpose only.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the
general information of financial advisers and wholesale clients only.
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute
financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New
Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers
Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the
Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private
placement pursuant to section 2 of Uruguayan law 18,627.
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational
purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively
outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified
investors.
In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment
manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria
y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or
license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones
(SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been
confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered
with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment
Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other
Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of
specialised investment management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment
Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their services and the
products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure
that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment
advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider
the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the investment
themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio
holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted
in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis
Investment Managers. Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources,
it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or
reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.

www.ostrum.com

C2 - Inter nal Natixis

