








SWITZERLAND
(SWISS NATIONAL BANK)

SUMMARY

Swiss National Bank (SNB) executives have

said that its operational activities have
been carbon-neutral since 2011, but its
operational emissions are small compared
to the impact of the bank’s policies and
investments. It was the first central bank
to conduct an environmental impact
assessment for banknotes.’™? Ultimately,
though, its large asset portfolio is biased
toward fossil fuels.

ASSET MANAGEMENT

The SNB did not undertake special asset
purchase programs in response to the
coronavirus pandemic, but continued

to build its existing portfolio, more than
95 percent of which is held in foreign
currencies. Among central banks, the
SNB has the largest foreign currency
reserves after China and Japan. At the
end of 2020, the SNB’s total assets were
CHF 999 billion, up from CHF 861 billion a
year earlier. Most of these are government
bonds; about 12 percent of them are other
instruments, mainly corporate bonds

and some shares. The SNB departs from
“market neutrality” in specific cases: it
does not invest in systemic banks or Swiss
companies, and since 2013 has excluded
companies whose products seriously
violate ethical principles or fundamental
human rights or that “systematically cause
severe environmental damage.” Since the
end of 2020, companies “primarily active
in mining coal” were excluded too, due to
the “broad consensus” in Switzerland in
favor of phasing out coal.’™®

Despite this, the SNB’s portfolio is heavily
biased toward fossil fuels. Research by
Artisans de la Transition on the SNB’s
carbon footprint, conducted despite

the bank’s lack of transparency, found
that: only 20 percent of its portfolio is
invested in companies that plan to align
with a 2°C global warming target; SNB
holdings correlate to 43 million tonnes
(Mb) of carbon dioxide emissions per

year, just short of Switzerland’s own total
of 47 Mt; and, although its investments
in leading oil companies fell between
2017 and 2019, this decline was likely
due to value reallocations imposed by
index management, rather than policy
decisions.¥ The SNB disputed these
figures, but did not grant transparency.
Further research showed that its share
portfolio included equity in 27 of the
world’s 100 most-polluting companies,
with a carbon footprint equivalent to all
Swiss households. Separate research of
the SNB’s USD 94 billion of U.S. equity
holdings showed that it includes USD 1.847
billion in coal.’™*

RULES FOR COMMERCIAL BANKS,
POLICY, AND RESEARCH

Prudential regulation in Switzerland

has not been adapted to disfavor fossil
fuels. Financial institutions are required

to incorporate climate-related risks into
their risk management processes, and
mandatory disclosure of such risks is
under discussion by FINMA, the country’s

financial regulator. No substantial
progress has been made on taxonomies
of economic activities with respect to
environmental standards. In 2019, the SNB
and FINMA joined the NGFS, and in 2020
jointly initiated a pilot project to identify
transition risks to the two big banks.’s®

FINANCIAL FLOWS

The two globally active Swiss banks, Credit
Suisse and UBS, defined as “too big to fail”
by the SNB, are among the world’s largest
financiers of fossil fuels. Credit Suisse is
the largest financier of coal mining after
the Chinese state-owned banks. Credit
Suisse and UBS provided USD 118.3 billion
in fossil fuel finance from 2016 to 2020;
both banks decreased their commitments
between 2016 and 2019. Credit Suisse

has committed to making its operations,
financing, and supply chains net-zero
emissions by 2050.1%¢

v One megatonne (Mt) is equal to one million tonnes.
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UNITED KINGDOM
(BANK OF ENGLAND)

SUMMARY

The Bank of England (BoE) made a key
contribution to the discussion of central
banks’ climate policies through the 2015
speech by its former governor, Mark
Carney. But its actions remain tilted
toward fossil fuel finance.

ASSET MANAGEMENT

In 2020, the BoE and the U.K. Treasury
launched the Covid Corporate Financing
Facility to buy bonds from large
corporations affected by the economic
downturn. The initiative provided GBP
37 billion at interest rates far lower than
in a parallel scheme for small businesses
(0.3 to 0.7 percent, compared to 6 to

8 percent). A refinancing scheme for
U.K. banks was also bereft of any green
weighting. After a civil society campaign
for transparency, some details about
the recipients were released; analysis by
Positive Money showed that 56 percent
of the funds went to high-carbon sectors,
including GBP 1.335 billion for oil and
gas extraction, and GBP 6.05 billion for
manufacturing, including large loans to
petrochemicals companies BASF and
Bayer, car manufacturers, and airlines.’””
This bias toward fossil fuels followed a

pattern established in the BoE’s GBP 435
billion asset purchase program after the
2008-09 financial crisis. That program’s
transparency is limited, but analysis of
the Corporate Bond Purchase Scheme in
2016 confirmed this bias: manufacturing
and electricity production - sectors

that produce 52 percent of the U.K.’s
greenhouse gas emissions, but only 11.8
percent of gross value added - made up
49.2 percent of the eligible bonds. Oil and
gas comprised 1.8 percent of the portfolio,
and green bonds zero. Further research
in 2020 showed that the bias remained.

In May 2021, after the BoE’s mandate was
adjusted, it published a paper on options
for “greening” its bond purchases; this is
under discussion.'®®

RULES FOR COMMERCIAL BANKS,
POLICY, AND RESEARCH

The BoE has used neither monetary policy
tools nor prudential regulation to constrain
fossil fuel financing. The BoE’s most
recent refinancing initiative, an amended
version of the Term Funding Scheme, took
no account of climate risks or transition
objectives.”® Disclosure of climate-

related risk is voluntary, but the U.K.
government has announced plans to make
it mandatory. The BoE has conducted a
climate-related stress test on the insurance
sector; similar tests on the financial sector

more broadly, and on the largest individual
institutions, are expected to follow.’*©® The
U.K. government is preparing a green-
finance taxonomy, with an independent
commission due to make proposals on
metrics and thresholds later this year.'®

FINANCIAL FLOWS

The five largest U.K. banks provided USD
312.4 billion in fossil fuel finance in the
years from 2016 to 2020; three of them
increased their commitments between
2016 and 2019, while two decreased them.
Three of these banks have committed

to making all key areas of their business
(including financing) net-zero emissions
by 2050; one has pledged to make a
commitment in future. U.K. banks ranked
fifth globally in finance for coal plants from
2012 to 2019 and are also major financiers
of oil and gas. HSBC and Standard
Chartered banks are among the world’s
six largest financiers of coal. Standard
Chartered has committed to stop
financing mining and power companies

in 2021, but only for companies that draw
100 percent of their revenues from coal;
this threshold will fall to 60 percent by
2025 and to 10 percent by 2030, a timeline
described as “far too slow” by Reclaim
Finance.'s?
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UNITED STATES
(THE FEDERAL RESERVE)

SUMMARY

In 2020, Federal Reserve (the Fed)
executives began to refer to climate risk

in speeches. Simultaneously, however, the
Fed worked to maintain and even increase
fossil fuel finance from the United States,
the world’s number-one provider of fossil
fuel finance.'®?

ASSET MANAGEMENT

The Fed’s asset purchase programs,
launched in response to the coronavirus
pandemic, were strongly weighted toward
“dirty” industries in general, and to fossil
fuel producers in particular; these firms
benefited from the Fed programs as well
as from the multi-billion USD private-
sector buying spree that followed. The Fed
was inordinately generous to fossil fuel
producers through both the Secondary
Market Corporate Credit Facility (SMCCF)
and the Main Street Lending Program
(MSLP). The Fed bought USD 5.1 billion

of corporate bonds under the SMCCF, of
which fossil fuel producers issued USD
470 million; the program initially covered
investment-grade bonds and ETFs, but
standards were relaxed to include weaker
credits, including “junk”-rated bonds. Civil
society organizations analyzed the Fed’s
holdings in 2020 and found that they
consistently overweighed fossil fuels. In
July 2020 their weight in its portfolio was
twice their weight in overall corporate
debt, three times their weight in equity
markets and four times their weight in
employment terms. Fossil fuels accounted
for eight percent of the SMCCF holdings,

compared to three percent of the stock
market.’®4

The MSLP, nominally aimed at smaller
businesses, was launched in April 2020.
Politicians allied to the oil industry lobbied
the Fed to have the terms changed in ways
that benefited oil companies; they were
adjusted to include more heavily-indebted
companies, those planning to use the
loans to roll over existing debt, and those
that laid off workers. Nearly 13 percent of
MSLP loans went to fossil fuels, compared
to 1 percent for renewable energy; at the
end of 2020, outstanding loans to oil and
gas companies were USD 2.22 billion. The
Fed'’s support for fossil fuels was allied

to government support: a tax refund
scheme designed to alleviate hardship
caused by the pandemic gave USD 8.24
billion to 77 oil and gas companies, even
as those companies laid off 60,000
employees.’®® The Fed and the government
recovery programs triggered a fossil

fuel borrowing boom; in the six months
prior to September 2020, 56 oil and gas
companies, many of whose bonds the
Fed had bought, issued USD 99.3 billion
of debt, the highest level of issuance in a
decade.’®®

RULES FOR COMMERCIAL BANKS,
POLICY, AND RESEARCH

The Fed has used neither monetary
instruments nor prudential regulation to
constrain fossil fuel financing. The Fed’s
most recent refinancing initiative, the 2020
Paycheck Protection Program Liquidity
Facility, took no account of climate risks

or transition objectives.’®” No disclosure

or stress-test requirements have been

developed, although a Supervision Climate
Committee has now been established

to consider these matters. The Fed

has not published research on climate-
related risks. Its Financial Stability report,
published in 2020, acknowledged the
importance of climate-related risks and
said that the bank’s staff had “only begun
to incorporate” such risks into their
analysis. There is no regulatory framework
for, or legal definition of, sustainable
finance in the U.S.'*® The Fed joined the
NGFS in December 2020.'°

FINANCIAL FLOWS

The U.S., which accounts for more than
40 percent of the global bond market
and nearly 60 percent of the global stock
market, is the biggest source of fossil fuel
finance by far. The eight largest U.S. banks
provided USD 1.2433 trillion in fossil fuel
finance in the years from 2016 to 2020,
more than twice as much as China’s 13
largest banks, the second-largest group
of fossil fuel financiers. Six of these eight
U.S. banks increased their commitments
between 2016 and 2019; the world’s top
three financiers of fossil-fuel expansion
projects are all U.S.-based. Five of these
eight banks have committed to making
important areas of their business net-zero
carbon emissions by 2050, and another
one has pledged to set unspecified
emissions targets. U.S.-based JP Morgan
Chase, the world’s largest lender to fossil
fuels, single-handedly provided USD 51.3
billion in fossil fuel financing in 2020. U.S.
banks also rank third, after China and
Japan, in finance for coal plants, with USD
167 billion of commitments from 2012 to
2019.770
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5. CONCLUSIONS

In the years since the Paris Agreement
was signed, executives at some of the
most powerful central banks have become
increasingly outspoken about the need

for their institutions to address the climate
emergency. In 2017, with the formation

of the TCFD and the NGFS, a discussion
began on what actions central banks can
take. Work began on evaluating the nature
and scale of climate-related risks.

But none of these actions have made any
difference to the scale on which finance
flowed to fossil-fuel production. Central
banks have not yet used the tools available
to them to stem fossil fuel finance.

To limit warming to 1.5°C and achieve the
objective of the Paris Agreement, the world
needs a managed decline of fossil fuel
production - starting now.

In the face of the urgent need to cut fossil
fuel production, the limited measures taken
by some central banks are overshadowed
by the inaction on financial flows to

fossil fuels. This inaction is one of the
factors that have enabled these flows to
continue to grow in the years after the
Paris Agreement was signed, reaching a
total of USD 3.8 trillion between 2016 and
2020. Financial flows to exploration and
development projects, which will allow
fossil fuel production to grow in future -
as well as to other aspects of fossil fuel
producers’ businesses - have continued to
increase.

This expansion of fossil fuel finance was
significantly curtailed only by the COVID-19
pandemic and the recession that it

caused. However, the measures adopted
by governments and central banks to
stimulate post-pandemic recovery, like
those taken in response to the 2008-

09 financial crisis, show every sign of
encouraging a renewed expansion of fossil
fuel finance.

Central banks’ actions so far - including
researching climate-related risks on macro
and micro scales, the introduction of
standards for disclosure and stress-testing,
and the development of taxonomies and
sustainable finance definitions - have

been underpinned by the assumption

that markets, properly supervised and
regulated, will produce the necessary
responses to the climate crisis. The

continued expansion of financial flows to
fossil fuels casts significant doubt on this
assumption.

One major objection to central banks
taking action on climate change is that, to
implement monetary policy effectively,
they need to respect the principle of
“market neutrality.” But the large-scale
creation of new money in response to the
coronavirus pandemic, and the character
of the recovery packages in which central
banks have participated, is a reminder
that central banks not only can, but do
depart from this principle in response to
emergencies.

Jens Weidmann, president of the Deutsche
Bundesbank, has articulated the view of
many central bankers: that monetary policy
should not be amended in order to address
the climate crisis, and that this would be a
substitute for the introduction of carbon
taxes by governments. Such a view is one-
sided. The introduction of carbon taxes is
primarily a method of constraining demand
for fossil fuels. But supply must also be
limited, and one way to do this is to limit
the currently untrammeled flow of finance
- in some cases, cheap finance at below-
market rates - to fossil fuel producers.

This report has shown that asset
management by central banks - and

in particular, the assets purchased in
response to the coronavirus pandemic

by the U.S., U.K., European, and Chinese
central banks - have actually intensified
the flow of finance to fossil fuel producers
and fossil-intensive industrial sectors.
Research of the financial market in the
U.S., the world’s largest, suggests that the
character of the asset purchase program
facilitated unprecedented levels of lending
from private-sector banks to fossil fuel
companies at a time when monetary and
financial policy should be working in the
opposite direction.

The report has shown that, in their role as
supervisors of commercial banks, central
banks have largely failed to use the levers
at their disposal to stem the flow of fossil
fuel finance. Central banks have ignored
proposals to use reserves requirements or
prudential regulation to this end. Neither
have central banks advocated changes in
their mandates where required.

Central banks’ most significant progress
has been in developing frameworks

for disclosures and stress tests, and in
initiating research of climate-related

risks. Indeed Francois Villeroy de Galhau,
governor of the Bangue de France, has
said that it is with regard to reporting and
data regulation that “battle” will need to be
waged this year.171

Progress on these issues, important as it
is, is not sufficient. Instead, central banks
must grapple with the implications of

the IPCC Special Report on Warming

of 1.5°C, and of the recent IEA net-zero
emissions scenario. Limiting warming to
1.5°C requires a global energy transition
of unprecedented scale at an almost
unprecedented pace. Central banks must
play a part. No tool can be set aside.

We recommend that:

1. Governments amend the mandates
of central banks where necessary
to give them the power to support
the managed decline of fossil fuel
production by facilitating an end to
fossil fuel finance, in line with the Paris
Agreement;

2. Central banks:

© adapt their asset management
practices to exclude from their
portfolios all fossil fuel production
and fossil fuel intensive consumption
sectors, further investment in which
is found to be incompatible with the
Paris Agreement;

© adapt their regulatory practices with
a view to eliminating commercial
banks’ exposures to all fossil fuel
production and fossil fuel intensive
consumption sectors, further
investment in which is found to
be incompatible with the Paris
Agreement; and

© undertake research of climate-
related risks, and require commercial
banks to undertake research of
climate-related risks and conduct the
appropriate stress tests; and

3. Civil society continues to bring greater
pressure to bear on governments and
central banks to put the managed
decline of fossil fuel production at the
center of their climate strategies.

5. CONCLUSIONS
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