What is the evolving role of central
banks in accelerating sustainable

finance?
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Macroeconomic
Outlook
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Monetary tightening in advanced economies and domestic inflationary
pressures are prompting central banks to increase policy rates in developing

Asia and the Pacific

Central bank interest rate decisions in developing Asia-
Pacific countries
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Source: Based on CEIC (accessed 21 October 2022).
Note: Central bank interest rate decisions are based on policy rate data for 26
countries in developing countries in the Asia Pacific region
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Capital outflow to safe havens amid increasing global economic
uncertainty is exerting downward pressure on exchange rates

Change in exchange rate against US dollars in Asia-Pacific
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The combined impact of these challenges on countries has led to higher risk
premia and rising borrowing costs

Change of 5-year sovereign bond CDS spread (basis points) 10-year sovereign bond yield, in percentage
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At the same time, SDG and climate progress in Asia and the Pacific is
still lagging.

2015 2021 Target 2030

I «all 1 Nopoverty
I .l 2Zero hunger
I all 3 Good health and well-being
B all  4quality education
7 !l 5Gender equality _
. Regression
[ | _||| 6 Clean water and sanitation
] all 7 affordable and clean energy . Progress since 2015
B _||| 8 Decent work and economic growth
[ ] 1ll  9Industry, innovation and infrastructure Insufficient indicators
[ .pll  10Reduced inequalities
B _||| 11 Sustainable cities and communities sl I I Evidence Strength
| .||| 12 Responsible consumption and production
] a1l 13 Climate action
7 " || 14 Life below water Source: Asia and the Pacific SDG Progress Report 2022
Last update 17 March 2022
[ !l 15Lifeonland
v 1l 16 Peace, justice and strong institutions
[ bl 17 Partnership for the goals




Two tracks of

sustainable
finance




The sustainable finance ecosystem

Sustainable finance market

The ] .
sustainable infrastructure and regulation
finance eco- ) .
Financial regulators & . ) .
system.... . Rating agencies & index
supervisors ders
Governments/Ministry . provi .
. . . . Audit & verification
Financial Associations i
Stock Exchanges providers
International/national initiatives,
standards & collaboration networks
& its

catalyzers... Enabling environment

o Lountry NDCs R ( limate ( hangp National Plans

* Green finance regulation
\ * @Green taxonomies
\(‘0‘ * ESG best-practices
CQ/\J\‘ \@(7 * Climate stress-testing
ON\ * Market guidelines for green issuance
Q) * Reporting & disclosure standards
* New financial products & instruments

Source: International Finance Corporation

Financial Sector

Sustainable Investing
IFls / MDBS

Sustainable Banking

Banks & Fls

Asset Managers
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Pension Funds
Insurance Companies

Debt
Assets

Equity

\/

Green Finance mechanisms
& investments

\/

Green Banking
transformation journey

Green Bonds / Loans * Green vision, strategy & pledge

Sustainable Bonds / Loans * Organization, governance &

Sustainability-Linked culture

Bonds / Loans * Green Value Proposition

Blue Bonds / Loans (mapping & design)

Transition finance * Climate & ESG Risk Management

Green / sustainable Funds * Eco-efficiency & carbon footprint

Green Structured Finance * Green digital finance

Green Equity * Sustainability stakeholder
engagement

Real Economy Sectors

Climate Transitions

Energy
Agriculture, Food,
Water & Land, Cities
Transport
Manufacturing

\/

Green Systems & Solutions

Climate-Smart Agriculture

Green Buildings & Cities
Renewable Energy

Distributed Generation

Energy Efficiency

Water & Waste Management
Circular Economy

Sustainable Transport & Mobility



Two tracks of Sustainable Finance

Sustainable Finance: Track 1

Sustainable use or outcome-based
finance

Capital is invested in activities that deliver
sustainable development (e.g. Use-of-
proceeds defined green bonds, or
outcome —linked Sustainability Bonds)

Sustainable Finance: Track 2

Sustainably-managed finance

Banks, issuers, investors and
regulators
are aware of and actively manage
finance according to Environmental,

Social and Governance (ESG) risks




Sustainable, green and climate finance overlap

EU Regulation Sustainable Finance

Sustainable investment includes
investments in economic activities that
contribute to an environmental
objective, which should include

investments into environmentally

sustainable economic activities within
the meaning of this regulation

Climate Finance

UNFCCC - Refers to local, national
/.I or transational financing — that
al seeks to support mitigation and
adaptation actions that will address
climate change

IFC’s Sustainable Banking and Q
Finance Network

& Green Finance

Lending and investment that contributes to
climate mitigation, climate adaptation,
resilience and other environmental
objectives

Sustainable Finance refers to policies,
regulations and practices (in the
banking sector) that reduce and
manage ESG risks, and encourage the
flow of capital to assets that have
environmental and social benefits
(paraphrased).




Evolving role of
central banks

globally




With regards to sustainable finance, central banks are being asked to...

: : : Ensure minimum
Align with national and : :
n international goals 9 ESG/climate capacity and

and commitments skiI.Is in'the system to
define, implement and

enforce
Manage prudential and
increasingly, assess
and integrate climate
risks re financial
stability

Assess their role in
influencing the allocation

of capital to sustainable
uses (beyond trinity of
I liquidity, safety, return)

Define, classify and
e enforce ESG and/or

climate tracking,
reporting and disclosure

Assess use of informational
coercive and/or incentive-

driven methods to drive both
tracks of sustainable finance




At the same time, challenges abound

Interface between policymakers Interface between regulators Interface between banks and
and regulators and banks real economy corporates
Lack of coordination between Inad te volum f it Inadequate volumes of capacit
regulatory bodies e.g. capital nadequate voiumes ot capacity qu . pacity

markets, department of and skills across the banking and skills across the corporate
compani’es central bank sector sector even more than banks

Missing costed, national Most banks still rooted in sector,
adaptation plans ,in line with product and risk exposures, do
NDCs not yet track sustainable uses,
nor do they model climate risk

Added compliance costs affects
corporate margins, turning some
projects into no-go

Lack of credible consistent Banks that receive international Lack of a level playing field
timely and compérable data {o investment (e.g. MDB/DFI between jurisdictions may create

inform coordination caplt.al) hgve two sets of arbitraging qpportu’nltles (‘vote
regulations in two currencies with feet’)




Align with national and
international goals
and commitments

How can we
bridge this gap?
Discussion



Questions

* How do we ensure that ESRM guidelines encourage credit institutions to lend more to
MSMEs with sustainable business and operating models? How do we avoid putting more
barriers in access to finance for MSMEs?

e Should ESRM guidelines be compliance- or risk-based, and what are the pros and cons of
different approaches?

* How have ESRM guidelines evolved? Are there benefits in different models of adoption -
voluntary versus mandatory versus explanatory? How did the public and private sector
collaborate in the development of the guidelines, if at all?

 What is the best way to roll-out guidelines? What support in terms of sensitisation,
training, and capacity building was required?



Questions

* How were the guidelines received by the industry? Was there any resistance to adoption
and how did you handle this?

 What can be done with the ESRM data we are collecting from credit institutions, and
how can we use it to benefit the sector as a whole?

* Do you have any plans for financial or non-financial incentives for credit institutions that
adopt exemplary values and behaviours vis-a-vis ESRM?

 What should the international community be doing to support or assist with ESRM
development and adoption?




