P N

e
At

Nature Finance
Conference 2023
Singapore

Wednesday, 29 November

Generously Supported By Knowledge Partner

Co-organised By

it : % (.(* HoBeeland @ THE WORLD BANK

Financial Economics | Centre



EEEEEEEEEEEEEEEEEEEEEEEEEE

OECD’S WORK ON BIODIVERSITY AND
ASSESSING NATURE-RELATED FINANCIAL RISKS

Riccardo Boffo,
Capital Markets and Financial Institutions Division, OECD

Nature Finance Conference 2023




Overview of OECD Project on
nature-related financial risks




» Project Overview

PROJECT OVERVIEW

Phase 1: Research and Development (11 months)

Phase 2: Implementation (11 months)

Output 1: Mapping
Existing Tools and
Metrics

Assessing biodiversity-
related financial risks:
Navigating the landscape

of existing approaches)

Output 2: Developing
a Supervisory
Framework

A SUPERVISORY FRAMEWORK FOR
ASSESSING NATURE-RELATED
" FINANCIAL RISKS
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7 the European Union

Output 3: Applying
the Framework

Implementation of the
Supervisory Framework
to the Hungarian
financial sector
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Output 4: Capacity
Building and
Knowledge Sharing

Capacity building and
knowledge sharing with
key stakeholders
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» A Supervisory Framework for Assessing Nature-related Financial Risks

b uperiibEs i ek fon « The framework was published on the 28" of

ASSESSING NATURE-RELATED September.
FINANCIAL RISKS

‘Identifying and navigating biodiversity risks

« The focus is on central banks and financial
supervisors to provide technical guidance on how
these institutions may identify, assess, and monitor
nature-related financial risks.

* The project is undertaken jointly with the Hungarian

@»OECD v m:fh?gz?ot;ian u;luon . .
F N N Central Bank and the European Commission.
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» Interlinkages between nature and the economy

Economic activities in the economy are connected to nature through their dependencies and impacts on
ecosystems and the services they provide — either directly or indirectly through their value chain.

Nature Economic Activities
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» An integrated approach to nature-related risks

Biodiversity loss, climate change, and
broader nature degradation all interact to
exacerbate the risks.

There are four ways climate change,
biodiversity loss, and broader nature
degradation may interact:

Climate change as a driver of nature
degradation;

Unintended consequences of climate
change mitigation or adaptation as a
driver;

Nature degradation as a driver of
climate change;

Nature restoration as a mitigator of
climate change.

Broader

Nature
Degradation

e.g., weather variability

e.g., deforestation

e.g., water exploitation
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Supervisory Framework on Nature-
related Financial Risks




» Conceptual framework of nature-related financial risks
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» OECD supervisory framework overview

(D )
Risk identification
and prioritisation ‘
Sources and magnitude Geographic location Time horizon

@ —— ‘
Economic risk Direct economic risk Indirect economic risk

assessment
Microeconomic and macroeconomic impacts =
Financial risk channels » _
Credit risk Additional risks

_ - Market risk *  Financial system interaction

Financial risk Liquidity risk +  Feedbacks between the financial system and the real economy

assessment Other risks

@ Recommendations for approaches to Applicability of climate-related financial Consideration of approaches for nature-

Supervisory climate-related risks risks to nature-related financial risks related financial risks
considerations
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» Identification and Prioritisation Overview

A three-phase approach to identify and prioritise the most relevant risks for financial materiality.

0, @ ©,

Impacts and Economic .
P : Ecosystem Key Risk

UiEgsielanles Sector |dentification Identification

Assessment |dentification

.

Link financial assets to » Identification of direct » Geographic location of
economic activities. and indirect economic ecosystems. * Identification of key
Exposure to impacts activities. » Assessment of current ecosystem services
and dependencies on * Domestic and foreign and expected future and sectors.
ecosystem services. exposures. state of ecosystems.
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» Economic risk assessment
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Direct Impacts Indirect Impacts

Physical risk
Loss of ecosystem services: Microeconomic Impact
- Acute (e.g., extreme events) or
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ecological issues

- Land use restrictions
- Raw material price volatility
- Value chain disruption, lower profitability

' Adjustments aiming to restore Macroeconomic Impact

nature through:
- Structural changes

- Public finance deterioration
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» Financial risk assessment

Risks stemming from biodiversity loss and broader nature degradation may lead to new financial risks as well
as magnify those from climate-related risks.

Feedbacks between financial system and the economy

Credit risk

- Increase in defaults
- Collateral depreciation

Market risk

- Repricing of assets
- Fire sales

Liquidity risk Financial
Economy " | - Shortages of liquid assets System

- Refinancing risk

uoibejuod |eioueul

Underwriting risk

- Increased insured losses
- Increased insurance gap

Operational risk

- Disruption of financial
institutions’ processes
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» Financial contagion

Four considerations for the potential for financial contagion stemming from nature-related financial risks.

Additionally, there are two feedback loops between the financial sector and real economy: (i) financed activities
which exacerbate nature-related risks; (ii) market responses to the materialization of nature-related financial
risks.

Concentration of
nonfinancial
corporates in

high-risk sectors

Interconnectedness
of highly exposed
financial institutions

Concentration of Potential of information
exposures to high- asymmetries between the
risk sectors in the real economy and

financial system financial system
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Short term

considerations

- Accelerate efforts on data
needs and key metrics.

- Establish common
definitions and language.
- Global coordination
towards common
regulatory frameworks.

- Consider widespread
risks across the financial
system.

- Engage across
jurisdictions to establish
best practices.

» Links to supervisory framework - considerations

- Develop supervisory
expectations on
governance, processes,
and controls on relevant
data.

- Supervisors to request
qualitative information from
financial institutions.

- Expand scenario analysis
to account for nature-
related risks.

- Consider credit, market
and other risk channels.

Long term

considerations

- Design nature scenarios
tailored to domestic
contexts and informs a
system-wide view.

- Joint scenario exercises
to help inform cross-border
risks.

- Make use of future nature
scenarios which are
developed for financial

institutions.
Funded by
QEZSOEEE the European Union
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Thank you
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