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4. Sustainable Finance: Here to Stay

Arturo Fraile

The One Planet Summit of last December has confirmed the irreversible, global and coordinated commitment
towards embedding sustainability at the core of the whole financial system. Sustainable finance continues to
evolve from the talk to the walk. However, there is still much work to be done to achieve a solid common
framework that allows for long-term financial stability.

A financial regulation and supervision catch-up

There are at least three recent public documents that confirm the aforementioned engagement that are worth noting: i)
It is the first time that eight Central Banks and Supervisors' have released a Joint Statement for Greening the
Financial System to react to environmental and climate challenges at a global level. ii) The European Commission
(EC) has launched ten initiatives for a modern and clean economy that involve all the players of the EU financial
system. Last but not least, iii) the European Parliament has published two Draft Reports® that explicitly refer to
sustainability issues - i.e.: climate-related risks to be integrated in the risk management of institutions and to be
disclosed under Pillar Il / the SREP?; even more, it is proposed to introduce green and social discount factors for the
capital requirements associated with those asset classes/projects - analogously to the already existing support factors
to SMEs and infrastructure loans.

Figure 5.1 The next most relevant landmarks at EU level in the short-term
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Source: BBVA Research based on the EC’s EU Invests in the Planet: Ten Initiatives for a Modern and Clean Economy The Juncker Commission's contribution to the
One Planet Summit*

1: Banco de Mexico, the Bank of England, the Banque de France and Autorité de Controle Prudentiel et de Résolution (ACPR), De Nederlandsche Bank, the Deutsche
Bundesbank, Finansinspektionen (The Swedish FSA), the Monetary and Authority of Singapore and the People’s Bank of China.

2: i) On the proposal for a regulation of the European Parliament and of the Council amending Regulation (EU) No 575/2013. ii) On the proposal for a directive of the
European Parliament and of the Council amending Directive 2013/36/EU. Rapporteur: Peter Simon.

3: Pillar II: Risk management and supervision. SREP: the supervisory review and evaluation process.

4: Paris, 12 December 2017. * EU High-Level Expert Group on Sustainable Finance (Secretariat provided by the European Commission (EC) Commission. ** Towards a
Sustainable Europe by 2030, on the follow-up to the UN Sustainable Development Goals, including on the Paris Agreement on Climate Change”.
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https://www.oneplanetsummit.fr/en/
https://www.bbva.com/en/climate-change-convention-time-walk-talk/
https://www.bbvaresearch.com/en/publicaciones/de-las-musas-al-teatro-cop24-2/
https://www.dnb.nl/binaries/JS_tcm46-369559.pdf?2017121219
https://ec.europa.eu/commission/sites/beta-political/files/one-planet-summit-ten-initiatives-modern-clean-economy_en.pdf
http://www.europarl.europa.eu/committees/en/econ/draft-reports.html
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-613.409%2b03%2bDOC%2bPDF%2bV0%2f%2fEN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-613.410%2b01%2bDOC%2bPDF%2bV0%2f%2fEN
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An overview of the markets’ positioning

Markets have a role of the utmost importance towards filling the significant sustainable finance gap. Therefore, they
need adequate information to correctly measure the risks and opportunities and to be able to compare. As such, there
is an expanding demand for transparency and for disclosure. Globally, there are 237 companies with a market
capitalization of over $6.3 trillion> already committed to following the Task Force on Climate-Related Financial
Disclosures (TCFD) voluntary recommendations on climate-related financial disclosures. In addition to that, it has to
be noted that some of the most prominent investment managers requested 60 of the largest banks to follow the TCFD
recommendations last September®.

A “solution of the market and for the market”, as stated by Mark Carney recently.7

So what?

Two years after the Paris Agreement, there seems to be a clear consensus among all of the agents (regulators,
supervisors, governments, companies and investors) on the fact that a sustainable financial system is needed for the
improvement of the aggregated welfare function of the societies in which companies and markets perform our
activities.

A sustainable financial system can have a direct positive impact on the real economy by promoting innovation, job
creation and economic growth. For example, the EC estimates that “clean energy for all Europeans can create 900
thousand new jobs and unlock EUR 177 bn of investment every year"7.

Two necessary short-term conditions for achieving that are: a commonly accepted taxonomy and framework, both
aimed at promoting long-term financial stability, and allowing the measurement and comparison of risks and
opportunities. In that vein, at an EU level, the High-Level Expert Group’s final recommendations which will be released
in a few days’ time are expected to shed some valuable light on both of them.

This is a long-distance run. As such, it is important to advance with firm steps towards the finish line, being swift,
ambitious and prudent at the same time. It is important to adequately dose the effort and the speed according to each
point of the race. One false step at the beginning of the race could have non-negligible undesired consequences
during the rest on the run.

5: Source: TCFD. Mike Bloomberg and FSB Chair Mark Carney Announce Growing Support for the TCFD on the Two-Year Anniversary of the Paris Agreement.
6: Source: Financial Times. Big investors take aim at banks over climate change risk.
7: EC’s EU Invests in the Planet: Ten Initiatives for a Modern and Clean Economy The Juncker Commission's contribution to the One Planet Summit.
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https://www.fsb-tcfd.org/publications/
https://www.ft.com/content/a2616a52-988b-11e7-a652-cde3f882dd7b
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we
consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision
of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that
under no circumstances should they base their investment decisions in the information contained in this document. Those persons
or entities offering investment products to these potential investors are legally required to provide the information needed for them
to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in
cases where it is legally permitted or expressly authorized by BBVA.
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