ING

Article | 21 January 2022 Financial Institutions

THINK economic and financial analysis

Bank Pulse: Banks are reducing their
exposure to more polluting activities

Since the beginning of the year, European banks have had to start
disclosing their exposure to taxonomy eligible and non-eligible
activities. Based upon the EBA transparency statistics, we find that
most European banking sectors seem to be making an effort in
reducing their exposure to more polluting companies

The Frankfurt skyline

Since the start of the year, European banks have to start disclosing their exposure to taxonomy-
eligible and taxonomy non-eligible activities as a first step towards the green asset ratio disclosure
requirements applicable from 1 January 2024. In this Bank Pulse, we'll update you on the
corporate loan exposures of European banks to activities that are taxonomy 'out of scope' based
on the latest European Banking Authority transparency statistics. We'll also look at the loan book
exposures to more polluting sectors.

Please see our report “Green asset ratios: What's in store for banks?” of March 2021 for further
background information.
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https://think.ing.com/uploads/reports/EBA_report_NFRD_disclosure_150321.pdf

THINK economic and financial analysis

Matching the taxonomy economic activities with NACE

codes

The taxonomy climate delegated act identifies nine core economic activities that contribute
substantially to the climate change mitigation objective, and thirteen core economic
activities that contribute substantially to the climate change adaptation objective.

These activities are further organised into different sub-groups of economic activities
contributing substantially to the first two environmental objectives of the EU taxonomy.
However, the economic activities identified for the purpose of the EU taxonomy do not
perfectly match the statistical classification of economic activities commonly used in the EU

(NACE).

On 20 December 2021, the Platform on Sustainable Finance published an EU taxonomy
NACE alternate classification mapping. This table provides an indicative description of how
the statistical classification of economic activities in the EU (NACE) relates to the economic
activities identified in the climate delegated act on the EU taxonomy's climate change
mitigation and climate change adaptation objectives. The table below gives a summary
overview of the mapping organised by the 21 NACE level 1 sections (A-U), and not by the
level 2 through level 4 numerical codes.
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Nordic banks have the least corporate exposure to 'out of scope'

sectors

On 3 December 2021 the EBA published the annual 2021 EU-wide transparency exercise, providing
data for 120 banks across the EEA/EU for the last two quarters of 2020 and the first two of

2021. The database includes among other things statistics on the breakdown of loans and
advances to non-financial corporations by NACE sector. While this represents only part of the bank
balance sheet exposures, including non-EU exposure, the statistics do give an idea on what loan
exposures to non-financial corporations could be considered taxonomy out of scope based on the
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platform on sustainable finance's mapping ideas.

The mapping indicates that as far as the climate change mitigation and climate change
adaptation objectives are concerned, four NACE sectors are taxonomy out of scope, ie mining and
quarrying, wholesale and retail trade, accommodation and food and services, and public
administration and defence, compulsory and social security. The chart below gives an overview of
the loan exposures of a sub-sample of 74 European banks to these out-of-scope activities.

The graphic confirms that the corporate lending books of Nordic and German banks have the
smallest exposures to out-of-scope activities. This could be seen as a positive to their green asset
ratio reporting at a later stage. After all, the more exposure to activities that are taxonomy in
scope, the broader the exposure base is which, potentially, can contribute positively to the
taxonomy KPIs of the bank.

Exposures by banking sector to NACE activities that are
taxonomy out of scope
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That said, while having less exposure to out-of-scope activities may be beneficial to the green
asset ratio disclosures by banks per 2024, it does not give the complete picture of the carbon
footprint of such exposure. After all, some of these out-of-scope exposures may not cause any
harm to the environment to begin with. If the European Commission were to decide to expand the
environmental taxonomy with No Significant Impact (NSI) activities, banks would in the future also
be able to give better insight into these exposures.

We note that the platform on sustainable finance launched a consultation on the taxonomy
extension options linked to environmental objectives in July 2021. This included the platform’s first
ideas on the expansion of the taxonomy for significantly harmful activities and no significant
impact activities. The platform anticipates sharing its final report on the environmental transition
taxonomy with the European Commission in the first quarter of this year.

Corporate lending book exposure to more polluting sectors are
declining

The EBA's transparency statistics also allow us to gain further insight into the exposure of bank
corporate lending books to more polluting sectors. The chart below confirms that NACE activities
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with the strongest environmental footprint, based on their greenhouse gas emissions, include 1.
agriculture, forestry & fishing, 2. manufacturing, 3. energy, and 4. transport.

Greenhouse gas emissions per economic activity
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The corporate lending books of the Nordic banks once again have the smallest exposure to these
more polluting economic activities. However, another important read from these statistics is that
most banking sectors do appear to be reducing their exposures to the more polluting activities. For
most countries, the share of bank lending exposure to the four activities with the highest
greenhouse gas emissions has declined between 3Q 2020 and 2Q 2021. The percentage point
decline has been highest for Finnish banks.

This suggests that banks indeed are making efforts to reduce their lending book exposure to more
polluting companies. These high-level statistics do not give any further insight however into the
support offered by banks in terms of helping more polluting companies transition towards more
sustainable business models. We also note that the trend observed by means of these statistics

is just indicative as it is only based on a portion of the bank balance sheet exposures organised at
the highest level 1 NACE classifications.

Most banking sectors are reducing their relative exposure to
more polluting activities
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purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
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arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
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the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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