6 PRINCIPLES BANKS NEED TO
ADOPT TO THRIVE IN THE
UPCOMING GREEN ECONOMY

WITH INCREASING CLARITY ON CLIMATE CHANGE,
THE ROADMAP TO COMBAT IT IS EVER-EVOLVING. TO
BE A PART OF THE SOLUTION, BANKS NEED TO ENCODE
UN GUIDANCE ON RESPONSIBLE BANKING.
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Governments around the world are making promises and commitments to limit global warming
to 2 degrees (as measured against 1990 levels). Policies are being created to fulﬁll these promises
but there is a huge funding gap that private ﬁnance must ﬁll, measured in trillions of dollars.
Banks will be the keystone in bridging it. The need to include climate change into risk frameworks
of ﬁnancial institutions is increasingly being accepted. Now, banks need a place to start their
individual transformations.
To become an integral part of the climate solution, banks must do business in a way that upholds
the spirit of the ongoing global changes, as well as align with the multitude of regulations they
face locally. In 2019, to provide a framework for banks to build their future business plans, and as
a part of their environmental program - ‘Finance Initiative’, the UN created 6 principles of
responsible banking.
Before looking at them, it is important to understand what the UN deﬁnes as the goals that banks
need to align with.

The United Nations has a list of 17 Sustainable
Development Goals (SDGs)...
The UN has an agenda to support their 2030 ambition. Each member of the organization has
signed up to it. This ambition can be summarized as 17 SDGs that deal with a range of
interconnected issues, from poverty to climate change. The full list of SDGs is as follows:
1.

End poverty in all its forms, everywhere.

2.

End hunger, achieve food security and improved nutrition and promote sustainable
agriculture.

3.

Ensure healthy lives and promote well-being for all at all ages.

4.

Ensure inclusive and equitable quality education and promote lifelong learning
opportunities for all.

5.

Achieve gender equality and empower all women and girls.

6.

Ensure availability and sustainable management of water and sanitation for all.

7.

Ensure access to affordable, reliable, sustainable, and modern energy for all.

8.

Promote sustained, inclusive and sustainable economic growth, full and productive
employment and decent work for all.

9.

Build resilient infrastructure, promote inclusive, and sustainable industrialization
and foster innovation.

10.

Reduce inequality within and among countries.

11.

Make cities and human settlements inclusive, safe, resilient, and sustainable.

12.

Ensure sustainable consumption and production patterns.

13.

Take urgent action to combat climate change and its impacts.

14.

Conserve and sustainably use the oceans, seas and marine resources for sustainable
development.
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15.

Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably
manage forests, combat desertiﬁcation, halt and reverse land degradation and halt
biodiversity loss.

16.

Promote peaceful and inclusive societies for sustainable development, provide access
for justice for all and build effective, accountable, and inclusive institutions at all levels.

17.

Strengthen the means of implementation and revitalize the global partnership for
sustainable development.

While not all SDGs directly address climate change, almost half (highlighted in italics above), are
highly correlated with the issue. Aligning with these is an essential part of the deﬁnition of
responsible banking.

The 6 principles of responsible banking are laid
out by the UN…
The guidance is detailed in 3 papers:
The principles signature document
The key steps to be implemented by signatories
The reporting and self-assessment template
Together, these papers make up the Responsible Banking Framework, which has been signed up to,
by 250 of the largest ﬁnancial institutions, globally. The 6 principles themselves are built around the
SDGs of the UN. This becomes evident as they are explored.

Transparency &
Accounability

Alignment

Governance &
Target-Setting

Impact

Stakeholders

Clients &
Customers
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Principle 1 - Alignment
“We will align our business strategy to be consistent with, and contribute to individual needs and
society’s goals, as expressed in the SDGs, the Paris Climate Agreement, and relevant national
and regional frameworks.”
Each bank needs to select one or more of the SDGs. Once chosen by the bank, these should be
built into the business plan in a way that management can monitor and enforce. This means:
Identifying and correcting misalignments
Building SDGs into mid- and long-term strategies
In terms of sustainability, the most obvious course correction would be to move the balance sheet
towards businesses that are directly supportive of SDGs that speciﬁcally focus on climate change
mitigation and adaptation. This does require a mechanism to properly quantify that correlation.
Principle 2 - Impact and target-setting
“We will continuously increase our positive impacts while reducing the negative impacts on, and
managing the risks to people and environment resulting from our activities, products, and services.
To this end, we will set and publish targets where we can have the most signiﬁcant impacts.”
Essentially this principle directs banks to commit to responsible banking by actively setting
targets against speciﬁc SDGs, and then monitoring and reporting their progress to management
and external stakeholders.
The problem that banks face is that any targets in this area have to ﬁt within existing regulatory
reporting and accounting frameworks. These frameworks expect risks to be measured in speciﬁed
ways, and capital to be set aside against them.

Principle 3 - Clients and customers
“We will work responsibly with our clients and our customers to encourage sustainable practices
and enable economic activities that create shared prosperity for current and future generations.”
This speaks directly to the role of banks as ‘agents of change’. Banks are in a unique position to
work with and incentivize corporate borrowers in a way that rewards sustainable business
activities through lower borrowing rates. This should be the case as alignment with an SDG is
also alignment with government aims, and therefore the expected policy. Assuming that policy
follows commitment to an aim, businesses within the impacted sectors should experience an
economic environment that becomes increasingly benign, as those policies move through
legislation. Banks can price this expected future state into the borrowing rate for the loan.
This principle requires an understanding of the underlying business and likely direction of future
climate policy. Banks can be valuable advisors as well as business partners in this area, making
this principle one that is not only built into strategy but arguably deﬁnes it.
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Principle 4 - Stakeholders
“We will proactively and responsibly consult, engage, and partner with relevant stakeholders to
achieve society’s goals.”
This principle expects banks to use qualiﬁed third parties to ensure that their knowledge of the
SDGs and ﬁrms impacted by them is as complete as possible. Activity in terms of advisory,
target-setting, and strategy alignment should be based on the best possible information in the
area of climate change transition, and adaptation.
Principle 5 - Governance and culture
“We will implement our commitment to these principles through effective governance and a
culture of responsible banking.”
This principle expects a bank to not only set targets that support speciﬁc SDGs, but make these
targets a core part of management reporting and concern. This top-down approach must also be
augmented by empowering, if not encouraging, a bottom-up approach of meeting these targets
on a loan-by-loan basis. Cultural change requires a whole-bank approach to the goal.
Principle 6 - Transparency and accountability
“We will periodically review our individual and collective implementation of these principles and be
transparent about, and accountable for our positive, and negative, impacts to society’s goals.”
This principle calls on banks to make their sustainability targets public, report on progress against
them, and be fully transparent to external stakeholders about how the goals are being achieved.
These principles can be viewed as extending an existing risk management framework towards
the area of climate change and sustainability. There are speciﬁcities in adopting the principles,
requiring metrics and KPIs to be deﬁned against SDGs. These principles should act as signposts to
opportunities for banks to thrive in a greening economy, rather than as more ‘red tape’ to hamper
growth.

Banks need to be mindful of existing regulations…
Selecting SDGs and setting targets can be misleadingly simple. Since the 2008 crisis, a series of
regulations have been imposed on banks from liquidity stress testing to IFRS9/CECL accounting
standards. These require them to hold signiﬁcantly more capital in High Quality Liquid Assets
(HQLA) to cover credit risks that may materialize in the future. If proper planning is not applied to
SDG selection or target-setting, the bank may ﬁnd itself ﬁnancing activities that are seen as
speculative or risky. Increasing risk in this way would lock up capital and ultimately decrease
proﬁtability.
This can be avoided by simultaneously applying a forward-looking credit risk approach, to the
greening of the world economy, and actively adjusting risk weightings to reﬂect the most
likely future economic conditions. A forward-looking credit approach to climate change
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takes more time to implement, but ultimately creates a truly sustainable business model and
strategy that puts the bank ﬁrmly on the right side of history.

GreenCap can help…
GreenCap is a risk system that is purpose-built to:
Assist banks in creating and monitoring sustainability targets.
Bridge the gap between traditional banking credit risk measures and climate change risk
management.
Enable banks to work directly with customers to incentivize sustainable business practices.

Situation
Science is settled
on climate change
IPCC/NGFS create
sustainable pathways
Corporate ESG analysis
available
Governments creating
ESG policy
Banks facing with key
risk questions / gaps

Risk Gaps
Stress tests for
environmental
impact

Include
‘known-unknown’
climate risk

Risk costed
sustainability planning

Multiple climate /
economic scenarios

Pre-deal climate risk
analysis

Breakdown of
expected capital
increases
Target setting,
reporting and
monitoring

Using GreenCap as the risk engine, banks can adopt the UN’s principles of responsible banking,
and create opportunities to ﬁnance a sustainable future for themselves and their customers.
Visit GreenCap.live for information about the solution, more insights into sustainable banking,
and a wealth of resources that can be used to manage the impact of climate change on the
balance sheet.
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ABOUT
GREENPOINT FINANCIAL

GREENCAP is a turnkey 'Risk as a Service'

GreenPoint Financial is a division of

(RaaS) solution, designed for banks to

GreenPoint Global, which provides

include climate change as a category in

software-enabled services, content, process

their risk management frameworks.

and technology services, to ﬁnancial
institutions and related industry segments.

The solution allows banks to replicate
climate pathways within their scenarios

GreenPoint is partnering with Finastra

for economic impact and risk analysis.

across multiple technology and services
platforms.

Using GreenCap, banks can modify
pathways and scenarios to include the

Founded in 2006, GreenPoint has grown to

timing effects of delayed sustainability

over 400 employees with a global footprint.

transition measures.

Our production and management teams
are in the U.S, India and Israel with access to

Loans and credit facilities are measured

subject matter experts.

and monitored against risks arising from
both ‘physical’ and ‘transition’ impacts.

GreenPoint has a stable client base that
ranges from small and medium-sized

GreenCap provides support for risk
reporting and governance in the areas
of ‘Responsible Banking’ and climate
change.

With GreenCap, banks can ensure that
their climate strategies are ﬁnancially
grounded, and loan pricing is optimized
throughout the transition to a green

organizations to Fortune 1000 companies
worldwide. We serve our clients through
our deep resource pool of subject matter
experts and process specialists across
several domains.
As an ISO certiﬁed by T�V S�D South Asia,
GreenPoint rigorously complies with ISO
9001:2015 and ISO 27001:2013 standards.

global economy.
GreenPoint is owned by its founders and
principals and is debt free.
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Global Arbitrage and Trading Group and Managing Director
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in Fixed Income and Currencies Risk Management at RBC

book risk area, including CECL and sustainability risk.

Capital Markets in New York. His career in the ﬁnancial

This follows his extensive experience in the Finastra Risk

services industry spans over two decades during which he

Practice and as US Head of Risk Solutions for FIS.

has held investment banking and risk management

Marcus has also been a proliﬁc conference speaker and

positions at Goldman Sachs, Merrill Lynch, Citigroup,

writer on risk management, principally market, credit

Moody’s and Natixis. Sanjay is the author of “Risk

and liquidity risk. More recently, he has written and

Transparency” (Risk Books, 2013), Data Privacy and GDPR

published papers on sustainability and green ﬁnance.
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