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WHY WE MUST CARE

“The occurrence of extreme events unprecedented in the observed i CC
record will rise with increasing global warming, even at 1.5°C of global D

warming.”

‘\.“ Eurqpean 't‘)E>_<tr'eme .weather events pose an increased risk to nature,
== Environment uildings, infrastructure, and human health. These events, expected
‘7 Agency to increase in frequency and intensity because of climate change,

are already causing substantial damage and loss.”

“Natural climate variability (..) can result in extreme weather and
climate impacts, but climate change is leading to changes in the {LJ METEOROLOGICAL
frequency, intensity, spatial extent, duration and timing of weather and " Weather Climate Water

climate extremes. Sometimes these impacts can be unprecedented.”

WORLD

ot

“As Earth’s climate changes, it is impacting extreme weather across the planet.
Record-breaking heat waves on land and in the ocean, drenching rains, severe
floods, years-long droughts, extreme wildfires, and widespread flooding during
hurricanes are all becoming more frequent and more intense.”

High-level policy dialogue on Climate Change | Clara Raposo | Banco de Portugal



WHY WE MUST CARE

It affects us all. Already today.

“Different regions in will experience different
changes in the patterns of extreme weather:

* In northern Europe,
are likely to increase, with droughts becoming
less frequent.

» Central Europe is likely to experience lower summer
rainfall, but also (heavy
precipitation, river floods, droughts and fire hazards),

* In southern Europe, annual precipitation and summer
rainfall are projected to decrease, whereas
are all likely to increase.”

High-level policy dialogue on Climate Change | Clara Raposo | Banco de Portugal 5



INTEGRATED APPROACH



BdP:

Integrating climate risks into the missions of
the Banco de Portugal

ACTION FOR
SUSTAINABILITY

Reinforcing ESG sustainability in internal
management

Promoting ESG awareness among employees
and external stakeholders
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ACTION FOR SUSTAINABILITY 2022-2025

HIGHLIGHTS

Taking an active part
in the monetary
policy work set out
in the ECB's Action
Plan for climate
change

(since Jul 2022)

Issuing an Annual
Report of the Banco
de Portugal on the
Banking Sector’s
Exposure to Climate
Risk

(since Jul 2023)

Issuing supervisory
expectations on
climate and
environmental
risks, addressed to
banks under direct
BdP supervision, and
following up on their
incorporation

(since Apr 2021)

Doing Research on
climate change and
providing technical
assistance to the
Government on the
EU’s agenda for
sustainable finance

(since 2019)

High-level policy dialogue on Climate Change | Clara Raposo | Banco de Portugal




CLIMATE AND NATURE RISKS



BdP:

ACTION FOR SUSTAINABILITY 2022-2025

HIGHLIGHTS

Issuing an Annual Issuing supervisory
Report of the Banco | expectations on
de Portugal on the climate and
Banking Sector’s environmental
Exposure to Climate | risks, addressed to
Risk banks under direct

: BdP supervision, and
{es Jul 2023) following up on their
incorporation

(since Apr 2021)

High-level policy dialogue on Climate Change | Clara Raposo | Banco de Portugal



ASSESSING BANKS' EXPOSURE TO CLIMATE AND NATURE RISKS

Figure 1.1.4 » Financial risks from climate risk drivers

Drivers of climate-related finaoncial

risks
Transmission channels Financial
cal Microeconomic Macroeconomic I:'I. lul
Flwﬂ 5
How climate risk drivers impact econamic How climate risk drivers impact the
Acute agents from different sectors of the ECONOMY (Macrosconomic variables and
b wildfires ! Heatwaves | || | || bceeeeeeees oy financial variables)
ey R TR ——— 0 N N [] L L LT T TP
FESSSSsssss==s MTRARERSATTE [ Households: income; house prices vl :
i i i 1 GDP and productivity
oot L e ST | b L (S
CLIMATE RISKS i MNon-financial corporations: revenues 5 i Mon-financial sectors ]
Chronic P Y T Y Sesssssssssssssssssssssssssssses
1 (B L L e T ! . i |r __________ SESSeEssssseEE TS i
| Waterstress | Healstress | t  Non-financlal corporations: operating . | || Financial sector ]
Vo e . | o 000 l||essssssscsssssssssssssssnsnsnsas
E 5ea level i i Mon-financial corporations: leverage i_ Bonds Commodities 1| Assets . Market
PR bsssasensnessssnsaensnssenssssssans | | besasssssndssssssssssssbbassssass s 1
: Rainfall variability ' Sources of variability
e — TETTTTITYTITIIITITIIITTITETITITYY
NATURE RISKS S | beeere SN ety
Transition impacts :;.-.':.—.—::.E'::I:;;::'l:?ﬁ?:lil‘:;=;;=;£ »
Government policy i, Wanks : Liguidity
:, ___;d;;;t-r;_p;:]i;;l-—g___ _: H Other financial institutions i
P | Ty
Technological change Amgplifiers : Climate risk interactions :
r-- - -H -1-- ;.-- - --. ﬁiﬂbl'i thil '“m“m flﬂi“ﬂﬂ ||'|'|IIHI rumm.nmwmm:mm;a_li
L New technalogy of climate risk drivers _______ [Financlalamplifiers = |
r"'.'.l'-".".-'.'.'..".'"""“""‘““‘""““I
Investors L Real economy interactions ! »‘ Operational
i ESG investment . R S .
besccoscssscasooosad ! Mitigants : Bank behaviour !
Factors that reduce the financial impact i ]
Consumers Fessssssssssssssmsa of climate risk drivers : Insurance coverage !
: Pm:ﬁ ¥ :__:: g g B g g e g g g g g __I
e | ' Risk transfer !
[ T T I I A A I R A I R A T A R R AR

Source: BCBS (2021) (adapted).
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ASSESSING BANKS" EXPOSURE TO CLIMATE AND NATURE RISKS

Figure 1.4.1 « Transmission channels of nature-related risks
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Sources: Banco de Portugal and NGFS (2024) (adapted).
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ASSESSING BANKS" EXPOSURE TO CLIMATE AND NATURE RISKS

ANNUAL REPORT
ON THE BANKING
SECTOR'S EXPOSURE
TO CLIMATE RISK

Yes, it is complex. But it can - and must - be
done.

BdP publishes an annual report on the
banking system’s exposure, resilience and
efforts to adapt to climate risks.

Covers both the macro and microprudential
approaches.

Second edition already online - have a look
here!

Also in compliance with the mandate set out
in Article 35(7) of the Portuguese Climate
Framework Law.

High-level policy dialogue on Climate Change | Clara Raposo | Banco de Portugal


https://www.bportugal.pt/sites/default/files/documents/2024-11/rel_lbc_en_2024.pdf

ASSESSING BANKS" EXPOSURE TO CLIMATE AND NATURE RISKS

= Climate risks are passed on to the financial
A snapshot of the results: system through highly complex mechanisms.

physical and transition risks

= The report shows evidence of the banking
system’s exposure to these risks based on
indicators and on climate scenarios.

Chart1.2.1 » Banking sector’s exposure to physical risks through credit granted to firms -
September 2023 | As a percentage of total credit to firms

= Physical climate risks: PT banking sector

T mm e considerably exposed to firms located in areas
0 - vulnerable to risks stemming from water
stress, heat stress and wildfires and, to a
80
lesser extent, floods.
40 -
* Transition climate risks (carbon intensity-
20 A . . . f
. based indicators): PT banking sector's
0 . . . - . exposure via the portfolio of credit to firms is
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W Severe risk m Highrisk Medium risk m Low risk m Norisk Ilmlted andl Overa”i haS been on a deCIInIng
Sourt_e_s: Banco de Portugal and Moody's COD. | Nole: Total creqitmdudes the outstanding amount of loans reported in the CCR, as well as debt trend Ove.r the IaSt decadeThese reSUltS place
securities held by banks from the SIET for all 50,000 firms under review. PT |n an Intel’medlate pos'tlon |n the euro area
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ASSESSING BANKS" EXPOSURE TO CLIMATE AND NATURE RISKS

A snapshot of the results:

climate scenarios analysis

Chart 1.2.12 « Projection of GHG emissions in the EU under different climate action scenarios
| Share of emissions compared to 2020, 2020 = 100
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Sources: EEA and NGFS (Banco de Portugal calculations). | Notes: The GHG emissions trajectories have been constructed from observed EU emissions
(dotted line) available on the European Environment Agency's website and the scenarios available on the NGFS Scenarios Portal. The chart shows the
GHG projections in the Current Policies scenario and under two climate transition scenarios: a gradual transition, corresponding to the NGFS's Net Zero
2050 scenario (represented herein solely to illustrate a Paris Agreement-compliant GHG emissions trajectary) and an accelerated transition scenario
(Accelerated Transition). Emissions in the Accelerated Transition scenario between 2022 and 2030 have been estimated based on the rates of change in the
Delayed Transition scenario from 2030 onwards. GHG emissions trajectories in the Current Policies and Net Zero 2050 scenarios are anchored in 2020.

High-level policy dialogue on Climate Change | Clara Raposo | Banco de Portugal

Climate scenarios analysis (not forecasts, but
plausible projections under certain assumptions)
capture interactions between climate risks, the real
economy and the financial sector for different policy
choices.

2023 edition: for the banking sector, clear benefits of
acting swiftly to reduce emissions.

2024 edition: compares an Accelerated Transition
scenario (introduction of more intense, fast-paced
measures) with the Current Policies scenario.

Over the 2023-30 horizon, reflecting the existence of
initial costs from the climate transition process, firms'’
credit risk is higher under the Accelerated Transition
scenario, with sectoral pockets of vulnerability (fossil-
fuel, transportation and energy-intensive sectors).

Of course, these results do not undermine the
benefits, from a banking system perspective, of acting
swiftly on climate change; they underline the
importance of timely action by the banking sectqr vis-
a-vis those risks.



ASSESSING BANKS" EXPOSURE TO CLIMATE AND NATURE RISKS

A snapshot of the results:

supervisory expectations

Chart 1.3.1 = Level of alignment between the institutions’ current practices and supervisory
expectations by area of supervisory expectations, 2023, all institutions
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Source; Banco de Portugal.
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Prudential supervisory expectations on climate and
environmental risks:

= ECB - SI
Set in November 2020
Implementation: staggered timetable; end of 2024 full alignment

= BdP - LSI
Set in April 2021
Implementation: one additional year to achieve the same objective.

Level of implementation so far:

S| (ECB): gradual progress over the past years, although
severe shortcomings remain in some cases that need to be
addressed in the short term.

LS| (BdP): progress in identifying and mitigating exposure
to climate risks, but important non-compliances remain in
critical and priority areas.

—> Institutions need to step up efforts,
resources and skills.
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AHEAD



BANKING SUPERVISORS FROM 16 COUNTRIES COMMITTING
TONET ZERO TARGET STILL LAGGING IN SUPERVISION FOR
A CLIMATE RISKS

’i

|

I : AN ASSESSMENT OF SUSTAINABLE FINANCIAL

I REGULATIONS AND CENTRAL BANK ACTIVITIES
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KEY CHALLENGES AHEAD

Contribute to awareness and sense of emergency on

Contribute . "
climate transition

Climate risks: address data gaps, data quality, data
consistency

(>400 climate change disclosure initiatives worldwide!)

Ensure an effective and swift implementation of regulatory
and supervisory initiatives, balancing the required
administrative burden

Nature risks: better understand implications and the

Understand )
nature-climate nexus

Boost international cooperation and coordination
(continuing the important work of the NGFS and ECCF)
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