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The Main Message

“(..) banks on average make unsubstantiated claims
about their climate agenda, i.e., environmental
statements that do not reflect their lending strategies
across brown and green sectors.”



Brief Overview

Data and methodology:

» Measure Environmental Disclosures: the ratio of
environmental-information-related keywords to the
total number of words in bank reports (—
HighEnvRepy 1)

» Brown; .. industries that rank in the upper quintile for
GHG emissions relative to the industry’s value added
(country-year level)

» Use loan-level data on European borrowers
(Anacredit)



Brief Overview

Results:

» At the loan level: Brown,; . ; + HighEnvRepy, ; = Larger
Loans

» At the bank level: Brown; . ; + HighEnvRepy, ; = Larger
Credit Share

» These effects are due to pre-existing relationships with
“zombie” brown borrowers



Main Comments

1. Interpretation of the results: Is this Greenwashing?

1.1 Measurement Issues
1.2 Estimation Results

2. Mechanism: What Explains ESG Talk?

3. Broader Considerations



Measurement #1: On and Off Balance Sheet
Commitments

In banks’ reports, Sustainable Finance goals are usually
set on 3 levels

» Direct Loans (On Balance Sheet)

» AUM (via their Asset Management branch, Off
Balance Sheet)

» Origination (via green bonds, Off Balance Sheet)



Measurement #1: On and Off Balance Sheet
Commitments

Sustainable finance
Group mobilisation and external recognition

Mobilised alongside clients to support them in the transition towards a sustainable economy and to

align portfolios wil e commitment to carbon neutrality

™~
Sustainable loans to Corporates, Institutionals & Individuals .
dedicated to sustainable projects’ } €87bn at end-2022 2025 target: €150bn
Sustainable bonds issued for BNP Paribas clients between. €32bn at end-2022 2025 target: €200bn
2022 & 2025° 2025 target.
IZ-\gzs;;s under management in SFDR Article 8 and 9 funds in } €223bn atend-2022 2025 target: €300bn
AWTGTRT of support enabiing clients to transition 10T Tow:-
carbon sconomy® & > } €44bn at end-2022 2025 target; €200bn
o i - ,/‘
s A
N°1 worldwide® in green bonds with $19.5bn 2022 European leader in
ShareAction)) combatting climate change and
N°3 worldwide® in sustainability-linked loans with $17.9bn protecting biodiversity
Prize for the year’s best Net-
" h y N N N Zero progress in EMEA (Europe,
e
= World’s top bank in sustainable finance in 2022 Middle East, Africa)
N J

EP Panba: Grezn ons, it
;5

BNP PARIBAS La banque d'un monde qui change Resultats au 3112211 20



Measurement #1: On and Off Balance Sheet
Commitments

Supporting our clients’ green and social transition

Environmental Lending
Incremental revenue of 0.2bn with bulk of the
facilities to support clients in dreen transition

production

25bn

New Production

A
ESG Investment Products™, | %%

>40% of 2024 AuM invested in ESG products, conversion towards ESG investments 65bn

Sustainable Bonds
b n Significant contribution to the origination

of sustainable bonds coming from
Recovery and Resilience Facility funds

Production
Expanding the scope of Social Lending to activities

with high impact on society and disadvantaded areas

2021 (@ 2022-24

a Innovative product offering and enhanced advisory service to support our clients as their needs change a



Measurement #1: On and Off Balance Sheet
Commitments

Our KPIs by 2025
[ 2022 [ 2025 targets |

ROTE (%) 134 1517
Tf‘z“v'fs' DPS growth 5. 1 (Cash + 588)" (%) 40 50
2023-2025

EPS Growth (%) 23 Double-digit
. Total customers (mn) 160 €200
Customer centric .
istomers (mn) 99 c125
: Efficiency ratio (%) 458 42
automation ’
o Global &network businesses contribu L revenue (%) =30 >40
Network contribution
Global &network businesses contri otal fees (%) c40 >50
n Customer activity Transactions volume per active cusi month) 27 C+8%
N CETTFL (% 12.04 >12
B Capital
RWA with RoRWA= CoE (%) 80 <85
Green financ o) 945 120
s (AuM) (€bn) 53 100
ESG (mn) >10 15
en in leadership positions (%) c29 35
Equal pay gap (%) al )
1) Target payout will be c50% non-captal ratos mpact ems), edi 50%inshare buyback.
2)
S santander SE—— 19
4 Since2015.
5 since20n Doesnot
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» Different banks can use different levers to achieve
sustainable goals (depending on their comparative
advantage)
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Measurement #1: On and Off Balance Sheet
Commitments

» Different banks can use different levers to achieve
sustainable goals (depending on their comparative
advantage)

> Genuine “green intentions” may not imply more

direct lending to green firms.
For example, a "green” bank may

» Lend directly to small green firms
» Provide or facilitate market lending for large green
firms

» This may be consistent with your results.. but is it
greenwashing?



Measurement #2: Robustness

“Green Talk” is measured by keywords: Just noise?
Buzzwords may be used to confuse investors, or to
elaborate on vague future goals (instead of actual
quantifiable results or objectives)

» Validation: the level of Environmental Disclosures
positively correlates with various ESG scores

» (This begs the question: should we question these
“professional” ESG ratings?)



Measurement #2: Robustness

“Green Talk” is measured by keywords: Just noise?
Buzzwords may be used to confuse investors, or to
elaborate on vague future goals (instead of actual
quantifiable results or objectives)
» Validation: the level of Environmental Disclosures
positively correlates with various ESG scores

» (This begs the question: should we question these
“professional” ESG ratings?)

» Robustness:

» In most specifications you use variation in
HighEnvRepy, ; over time WITHIN BANK (i.e., with bank
fixed-effects up)

» Does bank-level variation in your proxy also correlate
with changes in ESG scores?



Loan Level Results

Loanamounty p, j ¢ + = a+ Py (Brown;, . ; x HighEnvRep, 1) +
BoHIghEnVRepy t+ YXp t + 8 c.t + Hp +Erpjict

Loan Amount
(1) 2) 3) ) (5)

High env. reporter -0.0740 -0.0968° -0.0177

(0.0582) (0.0300) (0.0173)
Brown -0.186""

(0.0323)
High env. reporter x Brown 0.120™ 0.0878" 0.0978™" 0.0715" 0.0538"

(0.0510) (0.0372) (0.0282) (0.0321) (0.0284)
Bank controls Yes Yes - Yes -
Bank FE Yes Yes - Yes -
Firm FE Yes No No - -
Time FE Yes - - - -
Industry-Country-Time FE No Yes Yes - -
Firm-Time FE No No No Yes Yes
Bank-Time FE No No Yes No Yes
N 2.231.059 3.058.250 3.058.180 636,717 636.085
R? 0712 0.206 0.213 0.799 0.803
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Loan Level Results

Can smaller non-brown new loans be compatible with
genuine “green intentions”?

» Younger firms (in any sector) may be more
“environmentally conscious”
» These firms are smaller — smaller average loan size
» ..and perhaps riskier — staging or risk sharing among
lenders
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Loan Level Results

Can smaller non-brown new loans be compatible with
genuine “green intentions”?

» Younger firms (in any sector) may be more
“environmentally conscious”
» These firms are smaller — smaller average loan size
» ..and perhaps riskier — staging or risk sharing among
lenders

» Larger/Older green firms can be supported with
market lending (another pillar of sustainable finance)

— Add firm level confrols?



Bank Level Results
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Bank Level Results

Credit Sharey, j ¢ t = o+ By (Brown; . x HighEnvRepy, 1) +
BoHIghENVREP, + + ¥Xp t+ it + Vet + b+ € pjc t

Key result: By ~ 1%

How about Green; . ; xHighEnvRepy; ?
Your results may be compatible with genuine “green
intentions” if Brown 1 Green 1+ ("White” || )

» HighEnvRepy, + 1 = constraint on Green Share

» But if Green is riskier/less profitable than Brown =
Brown 1 *“White” ||



Bank Level Results

What happens when we include/exclude 20207

Chart 1. Bank loans to firms Chart 2. Changes in demand for loans to firms and contributing
. factors
(flows in EUR bn)
by country by maturity (net percentages of banks)
= Gormany =Spain Short-term —ixed nvestment - irventories and working capital
= France wtaly = Medum-term general level of Mtorestrates  wmm other financing nedds
= Other countries #Long-term mmmuse of alternative finance = firms’ demand for loans.
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Mechanism: What Explains ESG Rethoric?

> False statements can be costly (reputation,
litigation..).
Who are banks frying to impress?
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Mechanism: What Explains ESG Rethoric?

> False statements can be costly (reputation,
litigation..).
Who are banks frying to impress?

» Policy makers/ Regulators?

» Central banks can easily call the bluff (as this paper
shows)

» Stakeholders?

» Customers/Employees
» Investors



Mechanism: What Explains ESG Rethoric?

Sustainable Funds Annual Flows and Assets
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Source: Morningstar. Data as of 12/31/2020.
Includes Sustainable Funds as defined in Sustainable Funds U.S. Landscape Report, Feb. 2020.
Includes funds that have been liquidated; does not include funds of funds.

M Flows (USD Billions)



Mechanism: What Explains ESG Rethoric?

Are banks reacting to fund flows into ESG portfolios? Does
emphasis on environment depend on

» Listing status
» Equity holdings of institutional funds
» Active/Passive funds



Mechanism: What Explains ESG Rethoric?

Are banks reacting to fund flows into ESG portfolios? Does
emphasis on environment depend on

» Listing status
» Equity holdings of institutional funds
» Active/Passive funds

To close the circle:

» Banks with poor performance try to support stock
prices with greenwashing

» Greenwashing < Zombie Lending



Mechanism: What Explains ESG Rethoric?

Does rethoric change with ESG flows reversal?

Quarterly U.S. ESG Fund Inflows (USD)

$520B

10B

| | | | I I
2017 Q2 2018Q1 2019Q1 2020 Q1 2021 Q1 2022 Q1



Final Remarks

Bank credit as the vehicle for green economic policies
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et al., 2023)



Final Remarks

Bank credit as the vehicle for green economic policies

> Legal basis for credit rationing to legitimate firms?
Lessons from “Operation Chokepoint” (see Sachdeva
et al., 2023)

» Unintended consequences of green credit:
» Brown firms may resort to different (unregulated)
lenders: shadow-brown-banking?
» Higher cost of capital: more consolidation and market
power in brown industries?



Minor Comments

» Firm fixed effects (Table 3 column 1): how much
variation is there across years in industry emission
rankings?

» What if you used ESG ratings instead of your measure
of disclosures?

> Zombie firms: can you use credit registry data to
identify them?



