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GREEN REFINANCING OPERATIONS ARE ON THE @

SUSTAINABLE

HORIZON -

In March 2024, the ECB announced that it will aim to include climate criteria in its
future structural refinancing operations. The instruments will be deployed once
excess liquidity has been absorbed by the banking sector.

As to including climate-related considerations in our future operational framework, to the extent that different
framework configurations are equally conducive to the effective implementation of the monetary policy
stance, the framework will also facilitate the ECB'’s pursuit of its secondary objective without prejudice to the
primary objective of price stability. In this context, we will aim to incorporate climate change-related
considerations into our future structural monetary policy operations (longer-term refinancing operations and a
portfolio of securities).?



CONTEXT (2/2)

In 2020-21 the ECB opened a discussion to explore its
possible role to support the EU’s efforts against
climate change.

In this context, the concept of Green TLTROs was first
proposed in 2020 by Positive Money and Sustainable
Finance Lab.

The proposal was initially met with encouragement
from Christine Lagarde, however green TLTRO was
eventually not included in the ECB’s action plan

Main reason was the lack of reliable data on green
lending

Targeting a sustainable recovery

with Green TLTROs

Jens van ‘t Klooster
Rens van Tilburg

September 2020



TIME FOR RE-ASSESSING GREEN TLTROs

Since 2024, banks have started to report on their Taxonomy alignment, so
data is finally flowing in.

The recent energy driven inflation episode have revealed a dilemmma for
monetary policy:

> A faster decarbonation of the energy sector would have supported the
ECB's price stability objective thanks to lower and more stable energy
prices

> raising rates does not directly address the root cause of energy shocks,
but makes capital-intensive investments (renewables) more expensive

|”

> The “one size fits all” monetary policy framework seems ill-equipped

against supply shocks and risks provoking “stop and go” effects on the
transition
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% Key features of a green TLTRO programme:

> Banks can only borrow up to the volume of their
Taxonomy-aligned lending, at say -100bps

> |n addition, banks could be rewarded by an additional A GREEN
“bonus” (eg. -50bps) based on green lending performance INTEREST RATE
. . . FOR THE
< Other parameters (collateral, maturity)to be calibrated EUROZONE

according to the monetary policy stance
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The green interest rate would be set relative to the main
ECB rates, so it's a policy for all season

7

% To put into perspectives, ECB research found a greenium
of 14bps already priced in by markets (Altavilla et al. 2024).
Meanwhile the Draghi report suggested that we need to
lower the cost of capital by 250bps to finance 4% GDP
investments
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Green Asset Ratio of Eurozone Banks
Sample of 73 EU Banks under ECB supervision

ABANCA Corporacién 3.29%
ABN AMRO 10.10%
AIB Group plc 5.94%

HOW BIG WILL GREEN TLTRO BE? ==

EU TAXONOMY DATA

Type of taxonomy-aligned assets held by Eurozone banks

(sample of 73 banks under ECB supervision)

Collateral repossession

1.9% Financial corporations
Carloans 5.8%
2.2% Non-financial

13.9%

Residential mortgages
76.0%

BANCA MEDIOLANUM
BANCA MONTE DEI
Banca Popolare di
Banco BPM S p.A.
Banco Comercial
Banco de Crédito
Banco de Sabadell, S. EE—————————— 1 41%
Banco Santander, SA. 40%
Bank of Cyprus
Bank of Ireland Group
Bankinter, S.A.
Banque et Caisse d'
Barclays Bank Ireland
BAWAG Group AG
Bayerische
BBVA - Banco Bilhao
Belfius Banque SA;
BNP Paribas SA.
BPCESA.
BPER Banca Sp.A.
Bpifrance
Caixa Geral de
CaixaBank, S.A.
Cassa Centrale
COMMERZBANK
s

3.98%

Cobperatieve

Crédit Agricole S.A.
Credito Emiliano
Crelan SA; Crelan NV
de NV,
DekaBank Deutsche
Deutsche Apotheker-
Deutsche Bank AG
Deutsche

DZ BANKAG

Erste Group Bank AG
Erwerbsgesellschaft
Eurobank Ergasias
FINECOBANK BANCA
Hellenic Bank Public
HSBC Continental
Ibercaja Banco, S.A.
IccreaBanca S.pA. -
ING Groep

Intesa Sanpaolo S.p.
KBC Group NV
Kuntarahoitus Oyj
Kutxabank, S.A.

La Banque Postale
Landesbank Baden-
Landesbank Hessen-

13.38%

6.96%

11.75%
National Bank of
Norddeutsche
Nordea Bank Abp
Nova Ljubljanska

OP Osuuskunta

OTP Luxembourg S.a.
Piraeus Financial
Raiffeisen Bank
RCIBanque SA 5.20%
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5.94%




HOW BIG WILL GREEN TLTRO BE?
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As of end-2023, banks held around 400bn of taxo-aligned green assets.

If we exclude mortgages and financial corporations (as under the TLTRO),
this leaves us with around 65 billion of eligible assets.

However banks can only borrow against newly originated loans. This would

leave around 13 billions FY 2023 (assuming a 5 year maturity on corporate
loans, as observed in our sample).

By contrast banks currently borrow 25 billions from the ECB (MRO and
LTROs).

Narrowing the scope of green TLTRO to Taxonomy segments that have most
disinflationary potential would further reduce the volume of lending



CONCLUSION
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The data availability issue is being resolved (however the
Omnibus review creates uncertainty)

The quantitative volumes identified so far are within range of
feasibility.

To compensate for the future (plausible) shrinkage of corporates
falling under CSRD, voluntary reporting should be further
encouraged (ie. be made eligible to green TLTROS)

Speeding up renewable energy is a key precondition for EU’s
strategic autonomy and price stability. But stronger political
legitimacy is needed for the ECB to adopt more proactive green

monetary policy instruments (rather than purely risk-based
policies).
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