INITIATING THE CLIMATE IMPERATIVE
IN A TIME OF CHAOS

HEAT WAVES IN EUROPE HAVE SEEN RECORD
TEMPERATURES AND WILDFIRES. CONFLICT IN UKRAINE
HAS CREATED HUGE ENERGY PRICE INCREASES. AFTER A

TWO-YEAR PANDEMIC, LESSONS CAN BE LEARNED.
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Weather and climate are not the same...

Record hot days are not, in themselves, evidence of climate change. Climate is, by definition, a
measure of long-term weather patterns. In this context, current records being broken are most
notable for the fact that they are breaking records that were set in the last two or three years.

> The U.K. record set on July 19, 2022 (104.5 degrees) broke the previous high of July 25, 2019 (101.7
degrees)

> 2022 is on track to join the last seven years as the hottest on record
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The important point is the dramatic cost of adaptation. Heat waves of the magnitude seen
during 2022 demonstrate just how much infrastructure built for cooler climates needs massive
upgrading simply to deal with rises already locked into the system.

> Building materials need to be designed to withstand higher temperatures
» Roads need to be upgraded to avoid cracking and potholes
> Rail systems (vital to the transition) need to be improved to avoid rails buckling in the heat

The demand for energy for cooling and water has also increased, putting pressure on these
important systems.
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Adaptation is the major barrier to orderly
mitigation...

Adapting to current levels of climate change has been shown to be hugely costly. As investment is
made in this area, mitigation of future heating inevitably takes a back seat. This creates a positive
feedback loop, which will see more and more tipping points being reached, putting policymakers
globally on a constant ‘catch-up’ footing in the matter of climate change.

The fact that priority is given to adaptation does not change what ultimately will need to be done.
This rather delays it until its need is demonstrated in a way that mitigation becomes the priority of
communities, voters, and governments, which it inevitably will.

The pointers are, therefore, to a disorderly or ‘delayed action’ response. These describe the
ultimate adoption of a pathway that keeps the world in a manageable temperature range but is
put into place in a less organized way, giving impacted industries less time to prepare and adjust
their working business models. Such transitional strategies have been costed out by the Network
for Greening the Financial System (NGFS) and are available in the same way that ‘current policy’
models are.

It seems that the prudent data pathway to use as the basis for climate scenarios within banks will
be bounded by these options.
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Tragedy of the horizon...

Mark Carney, former Governor of the Bank of England, and now of the NGFS, coined the phrase

‘tradegy of the horizon' to illustrate exactly the point about current needs superseding future ones
in policymakers’' thoughts.

The truth of this being a major barrier to climate mitigation action can be seen when the global
warming issue is juxtaposed with recent events, where billions of dollars can be found and spent
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in a very short amount of time, including COVID-19. The global pandemic enveloped the world in
three months and saw governments globally shutting down large parts of their economies,
putting supportive measures in place, including:

> Furlow schemes

> Risk-free business loans

> Eviction moratoriums

> Global transition to ‘working from home’ where possible

These measures were created and enacted within weeks of the pandemic starting. The
acceptance by the electorates within countries, as well as the speed of the government response,
is a testament to the fact that once it is clear that no action is worse, things can be done very
quickly, regardless of cost.

The need for a transition to a greener global economy is not in scientific question and is accepted
as an even greater threat than the COVID pandemic. The problem in implementing required
measures, though, are:

> Impacts increase relentlessly but gradually, removing both the shock factor and the driver that
would ordinarily have electorates demanding immediate action.

» The worst impacts are still framed as future possibilities, abstracted from day-to-day life that
mitigation policies will disrupt.

> Aslow start to global acceptance of climate change has meant that far too little has been put in
place to replace fossil fuels. This means that energy security is at risk in many countries.

The last point is illustrated well by the European response to the Russian invasion of Ukraine.
Sanctions were put in place, but not on energy, and Germany is re-opening coal plants as the only
way to maintain energy security should the Russian supply be cut off. There cannot be a clearer
example of how under-prepared the world is to phase out fossil fuels and their attendant CO2
emissions.

Light cutting through the gloom...

It is possible and logical to take a pessimistic view of the chances that the world will put itself on
the green path, but there are also signs that it may.

The EU is actively bringing its ‘Carbon Border Adjustment’ plans into legislation, an act that would
effectively export a large part of its carbon pricing standards to its trading partners. This does show
how a progressive approach from a major player can have real influence far beyond its own
borders.

It is also notable that the greening of the steel industry is continuing apace, with the discussion
over the U.K's largest plant in Port Talbot, being around whether it closes or the government
subsidizes half of the 3-billion-pound cost.



https://www.europarl.europa.eu/RegData/etudes/BRIE/2022/698889/EPRS_BRI(2022)698889_EN.pdf
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These are all positive signs that even in the economic carnage of the Ukraine war and
post-pandemic recovery, transitional moves are being made.

Transitional assumptions can be drawn...

With so many competing economic priorities, we can conclude the following:

> Hard policies to put the world on a 2-degree warming path (or lower) will only be put in place
when demanded through sufficient negative experience of climate change

» As negative experiences are felt and attributed to climate change, governments are likely to act
quickly

» Negative climate and energy experiences are increasing, and the costs of doing too little in
advance are being demonstrated in a variety of ways

The most likely outcome that is emerging from recent global experience is that a disorderly
approach is quickly adopted in the latter half of this decade, which will be disruptive and
expensive. However, this will also be seen as an immediate need as ‘freak’ heatwaves and wildfires
become the new normal in previously temperate climates, as the tragic ‘horizon’ comes ever
closer into view.

Why banks should care about this...

Banks need to monitor the risks on their balance sheets. There are regulations and accounting
standards that must be met that make this a priority for financial institutions. The economic shift
that climate transition pathways represent forces banks to recreate these as specific risk scenarios
to run against their loan books.

At a minimum, banks must run a range of scenarios, taking data from reputable sources such as
the NGFS, against:

> Current policy pathways
» 2-degree pathways - orderly
» 2-degree pathways - disorderly/delayed action

It is likely, from stated COP26 ambitions, that this is where the transitional policy will be taken
from. Of course, the more scenarios and pathways covered, the better, but economic impacts are
still most likely to come from within these boundaries.
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GreenCap can help...

GreenCap is a turnkey, Risk as a Service (RAAS) solution that enables banks to run their balance

sheet against multiple climate scenarios and assess by loan and portfolio:
> Expected loss

> Unexpected loss

> Climate spread required to cover risk funding

> Expected fall in default probability (risk rating)

Greencap Scenario

Scenario:

Generate Report

Scenario Name Updated On
06/05/2022 09:03:25
no change 07/05/2022 09:58:56

all change 07/05/2022 09:53:45

only Tand P 06/05/2022 23:55:08

Parameters

Commercial Matrix

Retail Matrix

Visit GreenCap.live for more free insights and resources curated with the express ambition of
assisting banks in managing and enabling the transition to a green global economy.



https://www.greencap.live/

JADED HORIZON | SERIES -3 / ISSUE -5

@ GREENCAP GreenPoint>

Financial
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> GREENCAP is a turnkey 'Risk as a Service' > GreenPoint Financial is a division of
(Raa$S) 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 > Founded in 2006, GreenPoint has grown to

pathways and scenarios to include the over 500 employees with a global footprint.

timing effects of delayed sustainability Our production and management teams

transition measures. are in the US, India, and Israel with access
to subject matter experts.
> Loans and credit facilities are measured

and monitored against risks arising from

both ‘physical’ and ‘transition’ impacts. > GreenPoint has a stable client base that
ranges from small and medium-sized
organizations to Fortune 1000 companies

> GreenCap provides support for risk

. . worldwide. We serve our clients through
reporting and governance in the areas

of ‘Responsible Banking' and climate our deep resource pool of subject matter

experts and process specialists across
change.

several domains.

> With GreenCap, banks can ensure that > Asan ISO certified by TUV Nord,

GreenPoint rigorously complies with
ISO 9001:2015, ISO 27001:2013, and I1SO
27701:2019 standards.

their climate strategies are financially
grounded, and loan pricing is optimized
throughout the transition to a green
global economy.
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