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Banks are often accused – understandably –
of not caring about the environment.
60 of the world’s major banks have provided $3.8 trillion to fossil fuel
companies since the Paris Agreement on climate change was adopted
in 2015. Fossil fuel financing has actually grown each year since the
Paris agreement.
In May 2021, The Economist analyzed the world’s 20
biggest ESG (environmental, social and governance)
funds. Each held investments in 17 fossil-fuel producers.
Six invested in ExxonMobil, America’s biggest oil
firm, and two owned stakes in Saudi Aramco, the
world’s biggest oil producer. These funds also invest in
gambling, alcohol and tobacco.
No wonder the Securities and Exchange Commission,
Wall Street’s regulator, is concerned that ESG funds are
misleading investors. “Greenwashing” is everywhere.

BBVA, a Spanish bank, states in its 2020 report:

“According to the UN Environmental
Programme’s Emissions Gap Report (2019),
continuing current policies could lead to an
average temperature increase of 3.5ºC by
2100 compared to pre-industrial levels, tripling
the current warming level. On the other hand,
the emissions reduction commitments made
by countries under the Paris Agreement are
insufficient, as they would lead to a warming
of 3ºC by the end of the century.”
To understand the magnitude of the task, for the UK
government to reach net zero by 2050 it will need to
ensure 95% of electricity is low-carbon, 70% of cars are
electric (it’s currently 1%) and reduce carbon emissions
from the industrial sector by 80%.

Fossil fuel
financing
has actually
grown each
year since
the Paris
agreement.
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Banks are grappling with
sustainability challenges
These are complex challenges and require skills and resources that many banks
don’t have. But banks are grappling with the issues (others may argue they’re
being pressured to do so by climate activists). Here are just a few examples:
•

UK-based NatWest Group’s corporate strategy is focused on “purpose-led banking,” a phrase to describe
banks that are led by a positive social or environmental mission, moving from maximizing shareholder return to
delivering benefit for all stakeholders. New CEO Alison Rose has made her operations net carbon zero by 2020
and aims to be carbon positive by 2025. This is part of a wider initiative to become a more sustainable business, a
framework created with not-for-profit A Blueprint for Better Business, which sets out NatWest’s commitment to be
a “responsible and responsive employer.”

•

Stripe, a major fintech whose software helps startups and businesses accept payments and manage business
online, is offering Stripe Climate, a permanent carbon removal strategy, not carbon offsets, to its customers.

•

Halotrade is another fintech example using blockchain to improve transparency, showing any corruption,
human rights abuses or modern-day slavery across the supply chain. (Incidentally, this is an area Avanade
has also worked in.)

Interest in sustainable investment is rising fast, even given the caveats above. A record $21billion was put into
sustainable funds in the U.S. in 2019, nearly four times as much as the previous 2018 record. On average, two new
ESG funds are launched every day. Clearly, there are opportunities as well.

In this guide we look at what regulators and banks are doing, the challenges and opportunities
they face in moving to a low-carbon position and suggest specific actions you can take to
support your transition to a more sustainable future.
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Regulators: Increasing the
pressure on banks
Banking regulators have shown an interest in climate change issues since the Paris “One Planet
Summit” in December 2017. This led to the Network for Greening the Financial System (NGFS),
a grouping of central banks, which compiled scenarios for banks to use and compare results.
While these aren’t binding recommendations, they’ll eventually be translated into actions for local
regulators and central banks.
The UK Prudential Regulation Authority (PRA) has been a pioneer in addressing the financial
risks of climate change. It wants all UK banks (and insurers) to have fully incorporated their
approaches to managing climate-related financial risks by the end of 2021. We’re seeing
jurisdictions like Singapore and the EU draw upon the UK’s regulatory framework when it comes
to climate risk. The Monetary Authority of Singapore (MAS) is working to officially endorse a
group of Second Party Opinion (SPO) providers to define strict criteria on the data and approach
used to complete an ESG assessment. The German Federal Financial Supervisory Authority has
examined stress tests and scenario analysis – a critical area for bank expertise. In 2020, New
Zealand became the first country to introduce a law that requires financial services firms to
report the impacts of climate change on their business.

‘The Task Force
on Climate-related
Financial Disclosures
(TCFD) is becoming
the global standard for
climate disclosures.’

The Task Force on Climate-related Financial Disclosures (TCFD) is becoming the global standard
for climate disclosures. Established in 2016 by the Financial Stability Board, TCFD developed a
framework for climate disclosures that focuses on governance, strategy, risk management and
disclosure. In November 2020 the UK announced that all publicly listed UK companies with a
premium listing will be required to ’comply or explain’ with the TCFD’s requirements by 2023, with
mandatory TCFD-aligned disclosures across non-financial and financial sectors by 2025.
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Banks: Moving beyond CSR
Historically, climate-related matters have been assigned
to corporate social responsibility (CSR) functions. CSR
has been perceived by many stakeholders as being
synonymous with an organization’s brand or reputation
and having little impact on strategy or core business
activities. With increasingly high financial stakes, growing
external pressures and new regulations, the pure CSR
approach is no longer sufficient. Climate change has
become a financial risk for banks and must be treated as
such. Credible sustainability programs today are more
ambitious, focused on mitigating risks and exploiting
opportunities. Sustainability is not only good for the
planet, but also for business: it has the potential to drive
innovative new business models, reduce operating
costs as well as improving brand reputation. This was
confirmed in a survey of the top 30 global banks in
2020. It found that the CSR function is accountable for
managing sustainability matters in 30% of cases and
the risk function for only 17%. Banks are training their
professionals to enhance their climate change knowledge
and expertise, especially within their risk divisions.

The most challenging area is scenario analysis. There
is a lack of quality data at sector and borrower levels.
Plus there are difficulties with modelling the financial
impact of climate change. With regulators working
on scenarios for climate-related stress tests at both
international (NGFS, ECB) and national levels (PRA,
Banque de France, Deutsche Bundesbank), banks
need to strengthen their scenario analysis capabilities,
particularly as this is an important feature of the TCFD
disclosure framework.

‘The most
challenging area is
scenario analysis.
There is a lack of
quality data at sector
and borrower levels.’

Nearly all banks surveyed recognized the materiality of
climate-related risks – both physical (increasing severity
and frequency of climate-/weather-related events) and
transition (to a low-carbon economy). The main focus
was on measuring the impact of transition risks on credit
risk. For most banks, assessment of climate-related
financial risks is focused on identifying high-risk sectors
(coal mining, Arctic oil and gas, oil sands etc) and
developing sector exclusion policies.
This leads us to the major challenges – and
opportunities – banks are facing as they try to comply
with new regulatory requirements and develop a
sustainability strategy.
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The challenges are huge –
but so are the opportunities
According to the climate disclosures
of 45 global financial institutions,
the financial impact of climate-related
opportunities and risks is estimated to be
around $2 trillion for financial services: $1.3
trillion of potential opportunities and $0.7
trillion of potential risk.
The Bank of England summed it up well: “Climate risk analysis for
financial investments is still in its infancy.” There are limitations around
data, especially scenario analysis, which means relying heavily on expert
judgement in the absence of comprehensive information. There are
differences between alternative modelling methodologies and the
breadth and robustness of these models are untested. There are many
climate ratings and different methodologies mean that counterparty
ratings can vary significantly. Carbon footprint metrics depend on the
accuracy and completeness of emissions data reported by non-financial
companies – but these are unaudited.
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Managing financial risk

Sustainable investment is rising

The PRA noted: “The financial risks from physical and
transition risk factors are relevant to multiple lines of
business, sectors, and geographies. Their full impact
on the financial system may therefore be larger than
for other types of risks, and is potentially non-linear,
correlated and irreversible.”

In terms of opportunities, global flows into ESG funds
were valued at $178 billion in the first quarter of this
year, compared to $38 billion last year, according to
Morningstar, an investment research firm. ESG funds
were just under a quarter of total fund inflows so
far this year (24%), up from 11% in 2018. Traditional
fund managers are also focusing on sustainable
investments. Morningstar looked at investors in 30
clean-energy businesses. At the end of 2020, each
firm was held by 138 sustainable funds on average,
up from 81 a year earlier.

Banks not only need to calculate their own greenhouse
gas (GHG) emissions - known as Scope 1 and 2 and just
the tip of the iceberg - but also that of their customers
as part of the banks’ value chain. This is Scope 3, the
much bigger challenge beneath the surface. Most
Scope 3 emissions are much more complex to measure
and manage. Banks claiming to be “carbon neutral”
are often referring only to GHG emissions from their
own operations (Scope 1 and 2 emissions, and selected
Scope 3, like business travel).
In addition, banks need to protect their balance sheets
from those sectors that will be hardest hit by climate
risk. Assets such as coal-powered power plants will
need to be closed before the end of their full economic
life – the “stranded asset” issue. Construction and
property markets will be hit much more aggressively
by flooding in low-lying areas, for example. There will
be increased risk of crop failures and the subsequent
impact on meat and dairy producers further down the
supply chain.

Banks need to
protect their
balance sheets
from those sectors
that will be hardest
hit by climate risk

This reflects two trends. First, because the prices of
certain technologies have fallen significantly, many
such businesses are now competitive with fossil fuel
companies. Second, investors sense that sustainable
investing – and the regulation that goes with it – will
be a permanent feature for institutional and retail
investors alike. Pension funds, which hold a lot of
fossil fuel shares, are now investing in renewable
energy stocks.
There are opportunities for banks to finance a
greener agenda. Converting domestic homes to
low-carbon and low-energy environments, the rise
of electric transport, the transition to renewable
energy and the refurbishment of factories to avoid
or capture and store carbon emissions are just a few
examples where banks can provide substantial capital
investment to support sustainable goals.
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Three ways forward
Given the current landscape, there are three ways banks and regulators can make the most of the
opportunities while resolving some of the more complex issues.

1.

Business focus
There are four key areas: governance
and strategy, risk management, scenario
analysis and disclosure.

2.

Better standards and
greener products
Together, banks and regulators should
encourage the convergence of green
financial standards, better ESG ratings
and the acceleration of green banking
products and services.

3.

Purpose-driven goals
You should consider how sustainability
fits into a more purpose-driven
ethos and what that means for your
operations and growth in a postpandemic environment.
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Three ways forward

1. Business focus
Governance and strategy
Some banks have appointed a Chief Risk Officer to lead this initiative, while others have
divided responsibility among the board of directors and lines of business. Some have
set up new working groups while others have augmented existing teams. Either way,
there must be clear roles and goals with climate-related considerations integrated into
corporate strategy, including executive remuneration and product strategy. If done with
integrity, sustainability can provide a clear point of market differentiation.
Like most sectors, banks don’t yet have the resources they need. They should increase
investment in technology, data, and talent. This is especially the case in building
counterparty- or portfolio-level climate models. Board members may need to raise
their levels of understanding on climate issues and will need regular updates on key
climate risk indicators, as well as regulatory developments. This will include decisions on
which companies or sectors are now excluded from business or may involve imposing
emissions thresholds for financing in some sectors.
Risk management
Climate risk must be fully integrated into the risk management framework, including
risk appetite, identification and mitigation. Risk managers should inject climate risk
considerations into all risk management processes, such as portfolio monitoring, loan
approvals and capital allocations. Identify current exposure and, where possible, set up
processes to spot new risks emerging. Create scenarios to test the impact of climate
change on customers, especially over longer time horizons. Interestingly, climate risk
timelines do align reasonably well with bank risk profiles. A 10-year horizon is not that
far beyond the average maturity of most loan books. Develop climate metrics, such as
a Temperature Score or a Global Compact Score (based on human rights, labor rights,
the environment and anti-corruption) to monitor material risks.

Accenture helped a global investment bank to integrate climate risk data and analytics
into their financial risk management framework. They developed a climate data
strategy, governance structure and mobilised a programme to help the bank deliver a
comprehensive end-to-end approach to climate analytics.
Scenario analysis
This is a critical tool for understanding exposure to climate risk. However, this
is where most work is needed. You should test your resilience by simulating
portfolio performance under a range of conditions (emissions, carbon pricing,
temperature) up to 2050 at least. The scenarios developed by NGFS in 2020 are a
good benchmark. Align financial portfolios with the Paris Agreement goals using
established methodologies such as PACTA. This will help steer your portfolio towards
decarbonization, reduce transition risks and identify new business opportunities.
Disclosure
A big improvement in corporate disclosure is needed. The current system – mainly
voluntary reporting – fails to show the things that matter. You should reveal your full
carbon footprint, including emissions from the products you sell and the goods and
services you buy. Major polluters should demonstrate how they expect their footprint
to change and the amount of capital expenditure that goes toward low-carbon
investments. Then an investor could work out how much pollution their portfolio is
responsible for today and what it might look like tomorrow.
You should align fully with the TCFD framework. Adopting the recommendations
of the TCFD and incorporating such disclosures in annual reports to improve
transparency is a good place to start. This will take time, so provide detail on the
implementation timeline and progress made towards full alignment with the TCFD
framework. Consider disclosing your greenhouse gas emissions (Scopes 1, 2 and 3)
within the CDP framework.
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Three ways forward

2. Better standards
and greener products
Green financial standards
Part of the challenge is the variety of standards. Some focus on climate risk, while
others seek to encourage the growth of green finance or green technology
companies, for example. This makes it harder to compare banks with one another,
and, ultimately, these complexities can put off potential investors.
Using a tiered system of standards would result in a more local and tailored approach.
A global standard may be defined by the UN or a global entity (such as TCFD).
National standards are then aligned with the global standard. So if there are 50 global
metrics, one country could choose to implement the 20 most relevant to its context
(such as carbon dioxide emissions or water quality), while another country could select
25 that best fit its requirements (such as air quality). Although each country would
have its own rules, they would be based on a standard catalog.
Better ESG ratings
In the future, “greener” banks should benefit in the ways that firms with stronger credit
ratings do today – with better rates and terms. However, this makes “greenwashing”
a major challenge. In 2020 MIT researchers compared the correlation difference
between ESG ratings from industry-leading SPO players and their credit ratings.
Over 900 firms were scored by six prominent ESG ratings agencies. ESG ratings
correlation averaged 0.54 (1.0 equals perfect correlation; zero means no correlation),
ranging between 0.38 and 0.71. By comparison, correlation on corporate credit
ratings, as scored by Moody’s and S&P Global Ratings, averaged 0.99.
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ESG performance is therefore less likely to be reflected in companies’ share and
bond prices. Banks can get mixed signals from ESG ratings agencies about what is
worth doing, which gives them less incentive to improve. That said, regulators could
officially endorse a group of SPO providers – as MAS is working to do – defining strict
criteria on data and approach used to complete an ESG assessment. This would bring
transparency to how ESG ratings are determined. Regulators could also develop an
“eco-label” (similar to the EU) with a standardized green ratings scale for financial
products like bonds, mutual funds and Exchange Traded Funds.
Finally, SPO providers could be regulated in the same way as credit ratings agencies,
ensuring providers act in a fair and transparent manner and legislating for liability.
Green products and services
You will be increasingly judged on your green credentials, so creating a green
investment portfolio is essential. Some banks have already made significant decisions,
ramping up sustainable finance, offering discounts for green lending and mobilizing
new capital for environmental initiatives.

Banks can get mixed signals from ESG ratings
agencies about what is worth doing, which
gives them less incentive to improve.

Bonds have grown rapidly since the green bond market was conceived 10 years ago
and could be worth $2.4 trillion by 2023. The top three green bond issuers are the
U.S., China and France. Owing to the environment-focused nature of sustainable debt
issuance, green bonds are somewhat insulated from those sectors worst affected by the
oil supply war that caused benchmark U.S. crude prices to fall below zero for the first
time. Therefore, green bonds, which are highly concentrated in the utilities (39%) and
banking (33%) sectors, are effectively a defensive opportunity.
Sustainability Linked Loans, unlike green loans, are not restricted in their purpose.
However, the interest paid by the borrower is linked to selected sustainability KPIs,
which can include targets on carbon emissions as well as general ESG criteria. ING
Group issued a €1 billion loan to Philips in 2017, in which the cost of borrowing was
determined by the ESG rating given by Sustainalytics to Philips. Similarly, Iberdrola
received a €5.3 billion Sustainability Linked Loan agreed with BBVA and used to finance
projects linked with energy efficiency and renewable energy.
Green mortgages are becoming more prevalent, given the drive towards more energy
efficient homes. In the U.K., residential properties are responsible for 15% of carbon
emissions, so homeowners are offered preferential interest rates if their home is energy
efficient. Barclays Green Home Mortgage, for example, is available for customers buying
energy-efficient, new-build properties from Barclays’ house-builder partners (Berkeley
Group and Taylor Wimpey).
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Three ways forward

3. Purpose-driven goals
“Purpose-driven banking” usually includes taking a leading role in climate change, but also
includes areas such as diversity and inclusion, as well as financial well-being and education.
Morgan Stanley found that 84% of investors want
to select products that are more closely aligned with
their personal sustainability interests—such as tackling
climate change, supporting community development or
fostering gender diversity.
This is important because millennials – who make
up 25% of the U.S. population alone – are poised to
inherit significant amounts of wealth. One estimate
suggests a $30 trillion intergenerational wealth transfer
from baby boomers to their children. Interest in
sustainable investing among the general population
of investors jumped from 71% in 2015 to 85% in 2019,
and in millennial investors from 84% in 2015 to 95% in
2019. Firms typically lose 70% to 80% of assets when
transferred from one generation to the next. Those
wealth and asset managers who supply millennials with
green investment options will be strongly positioned to
attract new assets to the firm as well as retain wealthy
millennial clients.

Research has found that incumbent banks with a
clear purpose and high levels of customer trust could
increase retail revenues by 9% per year. Over the
last four years to June 2020, such banks achieved an
average return on equity that was three percentage
points higher than that of the other banks in the study.
The market expects this group to outperform other
banks into the future. They maintained a price-to-book
ratio that was more than double the rest. The best
performance was found among banks that are driving
more intensive purpose-driven strategies, coupled with
higher levels of digital maturity.
However, only 29% of consumers trust their main bank
to look after their financial wellbeing, compared to 40%
in 2018. Accenture’s Empathetic Banking survey found
that just three in 10 banks are very confident that they
can sense customers’ emotional outlook about their
financial situation without asking them directly.

The issue with looking at banks that are actively
working in this space is that there’s a real distrust
of any data they share or of any initiatives in which
they participate. They are seen as PR tactics to
reassure shareholders and customers that their
bank is completely engaged with sustainable
investment activity, while they continue to invest
in fossil fuels, for example. So any involvement in
areas such as green software or how their portfolios
impact biodiversity is perceived as greenwashing
activity, when it may well be a genuine move to
engage on the issue. The reality is that major banks
are essentially conservative institutions working
in transition mode to see where they can move
towards a low-carbon economy – and take their
customers with them on that journey.
But this will involve making some hard choices along
the way.
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The sustainability roadmap
You will need to overcome a number of obstacles if you want to develop a roadmap for sustainability:
Transparency

Lean into green

Robust stress testing

Cloud migration

Make hard choices

Show full transparency – as
defined by TCFD – in your
operations, investments and
value chains and report
regularly on your progress.
Many major banks are now
complying with TCFD
disclosure requirements.
However, regulators will need
to drive the banking sector to
full disclosure, especially
around the emissions
produced by bank customers
in the oil, mining, cement and
utilities sectors. The Economist
estimates that about 5% of
such firms account for 80% of
total emissions.

Change your business model
to “lean into green” through
your product portfolio. This is
critical if you are to appeal to
emerging younger customer
groups, such as millennials, with
different values from those of
the previous generations. This
has major repercussions for
future investment strategy,
especially around wealth
management and financial
advice (pensions, savings, etc).

Create robust stress testing
and scenario analysis for
climate risk. You need visibility
on emerging and ever-changing
physical and transition risks to
manage your business
effectively, including top-down
and bottom-up analysis for
specific asset classes. This will
require sophisticated modelbuilding skills which you will
need to bring in quickly. Banks
are already experiencing the
force of weather shocks on their
balance sheet, particularly
regarding the loss of property in
flood areas, as well as the
increasing impact of forest fires
and typhoons or hurricanes.

Reduce direct and financed
emissions in alignment with
the Paris Agreement goal to
limit global warming to below
1.5°C. Accenture reckons
migration to public cloud alone
can reduce global carbon
emissions by 59 million tons of
carbon dioxide per year – that’s
a 5.9% reduction in total IT
emissions and equivalent to
taking 22 million cars off the
road. Its analysis of the largest
public cloud service providers
shows average enterprise-tocloud migrations can reduce
energy by 65% and carbon by
84% (98% if apps are designed
specifically for the cloud).

Demonstrate a clear transition
program from a high to lowcarbon investment portfolio. This
will involve hard choices about how
to reduce investment or disinvest
completely from certain sectors.
After a client review during 2020,
Standard Chartered identified four
clients as 100% dependent on
thermal coal. It has ceased new
business with all four clients and is
exiting these relationships subject
to any outstanding contractual
arrangements. Climate risk is such a
high-profile issue that no bank will
be able to avoid such decisions.
These kinds of choices will impact
your reputational risk – positively or
adversely, depending on the
decisions you make.
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Our banking expertise
We can help you think through some of the challenges and opportunities and
develop a sustainability roadmap for your organization.
1. Lower carbon footprint through cloud migration
We partner with clients through our advisory services to build out the case for cloud migration and the carbon impact
of such a move. Microsoft is shifting its data centers to 100% renewable energy supply by 2025 through power
purchase agreements. Microsoft has committed to using 100% renewable energy by 2025 and being carbon negative
by 2030, removing all carbon from its business since it was founded by 2050. The Microsoft Cloud for Sustainability will
help customers aggregate sustainability data and improve carbon emission reporting.
2. Sustainable performance management and reporting
We deliver integrated digital data platform solutions that are able to monitor the performance trends of sustainability
KPIs. This covers areas such as energy and waste management, GHG emission reductions, land usage, habitat
protection and biodiversity impact. We analyze a variety of widely accessible data sources reflecting multiple
stakeholder dimensions. Data is collected and harmonized following a common centralized structure which enables the
monitoring of inter-disciplinary information to support sustainable growth.
3. Stress testing and scenario analysis
We have a track record of modelling a variety of business scenarios for our clients using our capabilities in data and
AI, including digital twin environments. For example, we have set up algorithm models for cash flow forecasting,
developed a robo-advisory platform, predicted customer churn patterns (and activities to reduce it), improved fraud
detection and identified and prioritised ‘most likely to pay’ customers in the collections process.
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We work with 13 of the top 20 global
banks and over 60% of the top 100.
Advisory

Digital marketing, sales and service

We partner with our clients to develop innovation and
digital transformation, accelerating business outcomes
and creating pragmatic strategy that can be delivered.

With our Banking Accelerator we’ve created 360-degree
customer views, improved cross-selling rates and
identified next best action. We’ve improved lead scoring
and qualification, opportunity tracking, campaign planning
and automation, personalization and onboarding.

Automation and AI
We’re helping banks digitize processes to improve
customer journeys. We apply intelligent automation and
AI to deliver efficiency and deep customer insight. We
can help with data management, chatbot development
and business modelling.

Cloud and IT transformation
We speed up application development using an agile
approach, reduce legacy dependency and help you
scale flexibly to meet rising demand.

Security
Working with national, regional and multinational
banks we’ve developed expertise across a variety of
areas, including digital identity and authentication, data
protection, encryption, secure collaboration, incident
response and cyberdefense.

Workplace transformation
We adopt a holistic approach, involving IT, HR and
business division heads, that we call WX (Workplace
Experience), specifically for banks. If you need it, we’ve
also pulled together best practices on remote working.

Visit www.avanade.com/banking for more details.
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Why Avanade?
Make your operations more resilient and your products and services
more desirable to customers. We combine business strategy, agile
innovation, and deep Microsoft technology expertise to help resolve
your urgent challenges.
We recently migrated over 1 million remote working accounts for
our clients. We are now helping to guide these organizations to a
new secure operating model, which is built to adapt and protect
them in the future.

Contact us today.

North America
Seattle
Phone +1 206 239 5600
America@avanade.com

South America
Sao Paulo
AvanadeBrasil@avanade.com

Asia-Paciﬁc
Australia
Phone +61 2 9005 5900
AsiaPac@avanade.com

Europe
London
Phone +44 0 20 7025 1000
Europe@avanade.com

About Avanade
Avanade is the leading provider of innovative digital and cloud services, business solutions and design-led experiences on the Microsoft ecosystem. With 44,000
professionals in 25 countries, we are the power behind the Accenture Microsoft Business Group, helping companies to engage customers, empower employees,
optimize operations and transform products, leveraging the Microsoft platform. Majority owned by Accenture, Avanade was founded in 2000 by Accenture LLP and
Microsoft Corporation. Learn more at www.avanade.com.
© 2020 Avanade Inc. All rights reserved. The Avanade name and logo are registered trademarks in the U.S. and other countries. Other brand and product names are
trademarks of their respective owners.
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