
European Banking Federation aisbl

Brussels | Avenue des Arts 56, 1000 Brussels, Belgium | +32 2 508 3711 | mediacentre@ebf.eu
Frankfurt | Weißfrauenstraße 12-16, 60311 Frankfurt, Germany

EU Transparency Register | ID number: 4722660838-23www.ebf.eu

By Wim Mijs
Chief Executive Officer
European Banking Federation

FINANCING
TRANSITION 

This article will be published in
“Green Banking and Green Central Banking:
What are the right concepts?”
Ed. Andreas Dombret and Patrick S. Kenadjian,
forthcoming at De Gruyter Recht, Berlin (2021)



INTRODUCTION 

There is little, if nothing, that was not said or written on 
climate change yet.  Although scientists have been 
providing evidence for decades, little has moved since 
the major Earth summit of Rio in 1992.

Good news for environmental scientists and activists. Good news for environmental scientists and activists. 
Bankers are joining at large. At least in Europe. The 
European Union (EU) is now fighting the climate 
emergency from a different angle. While financial 
interest may have for decades stayed on the wrong side 
of the battle, money can now be the turning point. 

The European Green Deal - Europe’s "man on the moon” The European Green Deal - Europe’s "man on the moon” 
moment - as labelled by European Commission’s 
President Ursula von der Leyen will require 1 trillion euro 
to realize. 

Public money alone would by a large margin fall short of Public money alone would by a large margin fall short of 
achieving its envisaged objectives. Private investments 
will have to complement public finance. Over € 1 trillion 
in financing via (syndicated) bank loans has been 
agreed in 2020 and hence there is clearly sufficient 
financing available. This is not about the shortage of 
finance but about its allocation. It is increasingly 
understood that the decisions banks and their clients 
make today will steer the economy for years to come 
and define the societies and the quality of the 
environment for future generations. 

Major European banks are competing in Major European banks are competing in 
announcing their commitments to align their 
financing activities with the Paris Agreement or the 
SDGs as ESG awareness grows in the corporate, 
retail and investment universe.  European banks are 
among the world’s leaders on sustainability. During 
2020 alone, the ten largest banks committed to 
providing nearly $1.5tn of green finance by 2030. 
Banks understand that the sustainability agenda 
provides new business opportunities, allows them to 
connect financial and societal objectives, regain 
trust and provides them with a competitive 
advantage.

One would argue that portraying banks as the 
“good guys” is too farfetched. Like companies that 
One would argue that portraying banks as the 
“good guys” is too farfetched. Like companies that 
are at different stages of their transitional journey, 
many banks still have a long way to go. Embracing 
sustainability means no more “business as  usual” 
and requires innovative thinking, strategic changes, 
compromises to be made at all levels. Support from 
the highest levels of management is also crucial. 
However, the drive is not entirely voluntary in all 
cases. 
 
Policy makers oen lack the courage to introduce 
direct and impactful measures in corporate sectors 
Policy makers oen lack the courage to introduce 
direct and impactful measures in corporate sectors 
or fiscal areas such as raising carbon price or 
restricting undesirable activities directly. 
Requesting financial institutions to increase 
disclosure on their financing activities, pushing for 
recognition of ESG risks in the risk management 
processes and leaving the decisions on whether and 
under what conditions to continue financing certain 
business activities is cleverly designed regulatory 
framework to achieve the EU policy objectives 
without much political or public backlash.
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A European Green Deal | European Commission (europa.eu). 
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For example, by signing the Principles for Responsible Banking, or joining the CCCA
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Sustainable finance is one of the fastest developing 
regulatory and market areas in Europe that will not only 
be a “game changer” in the financial sector but also 
impact companies, although through the “back door”. 

Yet, the transition is not a responsibility of the financial Yet, the transition is not a responsibility of the financial 
sector alone. The EU and national governments do have 
a key role in facilitating the transition by setting up 
clear transition paths, pricing negative externalities 
and providing incentives such as fiscal measures. This 
will allow banks to better support their clients in their 
efforts towards the transformation of the economy and 
thereby increasing the bankability of sustainable 
economic activities. Also, while transparency on 
financial institutions activities is envisaged in the 
upcoming regulatory framework, governments and 
central banks are neither covered by the Taxonomy 
regulation nor are subject to disclosure obligations 
under the Non-Financial Reporting Directive, resulting in 
the exemption of sovereign bonds portfolios from 
transparency requirements (with the exemption of transparency requirements (with the exemption of 
municipalities for house financing that will be covered). 

Everyone can agree that financing the right thing is the Everyone can agree that financing the right thing is the 
right thing to do. But how do we agree on what is right? 
Few would have ever imagined that a public 
consultation of the European Commission defining which 
economic activities can be considered environmentally 
(climate) sustainable for financing and investment 
purposes would attract 46 thousand responses from a purposes would attract 46 thousand responses from a 
large variety of stakeholders. A lot is at stake. 

It is important to understand what the EU Taxonomy is. 
It is the backbone of the EU Commission’s Action Plan 
on Sustainable Finance is a classification scheme that 
aims to provide clear and science-based definitions of 
what economic activities could be considered 
environmentally sustainable (“green”).  It is important 
to understand what the EU Taxonomy is. It is equally 
important to also understand what it is not.    

It is not a mandatory list of activities in which to invest. It is not a mandatory list of activities in which to invest. 
It also does not suggest that what is not considered as 
Taxonomy aligned is unsustainable. Also, while it 
defines what is “green”, it does not define what is 
“greening”. It has been designed to identify and target 
activities with substantial positive contribution to 
environmental objectives, thus the thresholds to define 
“what is green” are very demanding and in several 
instances go beyond the existing sectoral legislation- 
which is expected to be revised over time. 
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There are three main features on which the EU 
Taxonomy is built:

1) Activity based (as opposed to defining sustainable 
companies, projects, or business models)

2) Substantial 2) Substantial positive contribution to one of the 
environmental objectives (as opposed to any 
contribution)

3) No significant harm to other environmental 
objectives and respect of minimum social safeguards 

Labelled initially as a “dictionary and disclosure tool” to Labelled initially as a “dictionary and disclosure tool” to 
provide clarity mainly for investors disclosure purposes, 
with time, the EU Taxonomy is growing both in scope 
and ambition as a tool to deliver on the European 
Green Deal. 

In fact, anyone can use the EU Taxonomy for many In fact, anyone can use the EU Taxonomy for many 
different purposes. The EU Taxonomy is for example 
envisaged to be used for the future EU Green Bond 

Standard, for labeling schemes both at national and EU Standard, for labeling schemes both at national and EU 
level such as the EU Ecolabel, but also in the EU and 
national financial support schemes. Promotional banks, 
be it the European Investment Bank or at national level, 
will likely reference the EU Taxonomy framework to 
support green investment or financing of green projects 
under the Invest EU Programme. It is also expected that 
future incentives to support green finance will be linked 
to the EU Taxonomy. The EU Taxonomy can also be used 
by companies to guide their transition plans and for 
communication purposes. Both financial and 
non-financial companies can also use the Taxonomy 
criteria for target setting in line with the EU’s ambitions.

The EU Taxonomy Regulation also envisages The EU Taxonomy Regulation also envisages 
mandatory uses of the taxonomy mainly for 
transparency purposes. Not only the manufacturers 
and promoters of financial products but all large 
public interest companies under the scope of the 
Non-Financial Reporting Directive (NFRD) will have 
to publish the extent to which their activities are 
sustainable according to the EU Taxonomy. This 
means that the EU Taxonomy is   directly applicable 
to banks that would also have to report on the 
alignment of their lending portfolios. 

Exactly which lending activities will be in the scope of Exactly which lending activities will be in the scope of 
the so called “Green Asset Ratio” will depend on the 
extent the European Commission will consider the 
advice of the European Banking Authority and 
subsequent feedback form the public consultation on 
the Dra  Delegated Act on Article 8 of the Taxonomy 
Regulation. 

The EBA advises the EU Commission to request banks The EBA advises the EU Commission to request banks 
to disclose all exposures in the banking book to 
financial and non-financial corporates including 
SMEs, households (residential real estate, house 
renovation loans and motor vehicle loans) and local 
governments/municipalities (house financing). This 
will include loans and advances, debt securities, 
equity instruments and repossessed real estate 
collaterals. Banks will have to disclose existing 
exposures as well as new originations including 
both specialised and general-purpose lending. 
Banks will also have to disclose forward-looking 
information and targets for the proposed Key 
Performance Indicators. 

Banks’ reporting will depend on the data they 
have/receive from their customers. As the EBA 
Banks’ reporting will depend on the data they 
have/receive from their customers. As the EBA 
proposes to scope in also customers that do not have 
to mandatory and publicly report any non-financial 
data as they do not fall into the scope of the NFRD, 
these requirements will directly impact both loan 
origination and review processes in banks - thus 
banks ‘customers.

The extent of the reporting obligations for banks is The extent of the reporting obligations for banks is 
still oen either completely overlooked or not well 
understood as some perceptions remain that the 
Taxonom y and related disclosures are directed at 
investors and investment products only. It is therefore 
welcome that the Commission will be stepping up its 
communication on the EU Taxonomy as there is a 
need to explain what the EU Taxonomy is, what it is 
not and what do the mandatory reporting 
requirements mean. From a banking perspective, it is 
important to explain not only what the reporting 
requirements mean for banks but what impact is 
expected on banks’ clients.
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IMPACT OF THE
EU TAXONOMY
ON BANKS’
CLIENTS 

Overall, banks financing will continue to represent the Overall, banks financing will continue to represent the 
majority of external funding for European corporates 
and SMEs. Banks will be supporting their clients in the 
ESG transition by providing considerable sustainable 
financial products such as green and social bonds and 
loans, sustainability-linked loans, and various types of 
ESG improvement loans as well as transition plan 
related capital structuring and advisory services that 
may or may not be based on EU Taxonomy.  Financial 
products that create incentives for companies to 
reduce their emissions, but do not explicitly prescribe 
the way to do so, are very useful in the transition and 
have a potential to materially impact the EU objectives 
of climate neutrality as they allow companies to 
innovate and choose their own paths in a most 
cost-efficient way. cost-efficient way. 

When companies ask for loans with the specific 
intention that the loan is supporting an environmentally 
When companies ask for loans with the specific 
intention that the loan is supporting an environmentally 
friendly investment, then there will be a requirement for 
the company to meet certain criteria or demonstrate 
planned improvements to meet them. Such loan may or 
may not be linked to EU taxonomy criteria and only 
those that qualify as taxonomy aligned could be 
reported by banks as such under the Green Asset Ratio. 

Companies however oen receive general credit 
facilities in the form of general purpose loans or 
Companies however oen receive general credit 
facilities in the form of general purpose loans or 
revolving credit facilities provided by banks. These in 
fact represent the majority of banking transactions in 
terms of volume and banks’ balance sheets. Such 
general-purpose loans are used by companies to cover 
diverse corporate expenditures and are not solely 
related to specific capital investments. These products 
provide companies with flexibility to finance their 
day-to-day operations. 

Taking the example of a corporate loan used by a Taking the example of a corporate loan used by a 
large corporate client for daily cash flow 
management, the loan proceeds may be directed 
at cash flow management for the Group entity 
which takes the loan facility, and whose activities 
encompass multiple types of infrastructure projects 
located in different parts of the world, or towards 
cash flow management for one of its subsidiaries 
that constructs commercial buildings in an EU 
country. In terms of reporting, a general purpose 
loan will be taxonomy-aligned to the extent that 
the revenues (turnover) of the borrower are 
taxonomy-aligned (expressed as a percentage).

In any case, when companies seek loans, banks will In any case, when companies seek loans, banks will 
always assess the creditworthiness of the 
company regardless of whether they ask for loan for 
activities with positive environmental impact or not, 
a general purpose loan or loan financing a specific 
purpose. Assessment, management, transformation 
and absorption of financial risk is a key expertise 
and role of the banks that benefit the society at 
large. Such credit assessment includes credit history 
and the company’s ability to repay the loan. 

Following the  revised EBA Guidelines on Loan 
Origination and Monitoring, the introduction of the 
Following the  revised EBA Guidelines on Loan 
Origination and Monitoring, the introduction of the 
Taxonomy and the related reporting obligations as 
well as the forthcoming regulatory expectations 
and guidelines in the area of risk management, the 
existing credit assessment processes will be 
complemented with ESG related assessment that is 
important for banks ‘risk management processes, 
reporting purposes and allocation of capital in line 
with banks’ own strategies and targets (e.g. 
commitments to align their activities with Paris 
Agreement objectives or SDGs)  This may include 
taxonomy related data, forward looking 
information such as on companies’ investment plans 
as well as transition plans.
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FINANCING
THE GREENING

A  recent paper by the Climate Bonds Initiative noted, 
“green finance frameworks and capital flows have 
been principally directed at activities which can be 
considered ‘already green’. There has been 
significantly less investment into transitioning activities 
and assets that are associated with the highest carbon 
emitting industries and businesses.”

The majority of financing in support of the transition The majority of financing in support of the transition 
towards a more sustainable economy and society will 
have to be directed towards activities and assets that 
are associated with the highest carbon emitting 
industries and businesses. As repeatedly affirmed by 
financial regulators, notably in the context of NGFS, the 
Network of Central Banks and Supervisors for Greening 
the Financial System, banks’ contribution to 
climate-related policies is to finance the greening of 
the economy, and not only the green economy. Debt 
and lending products are indeed well suited to raise 
funds for activities and assets that are not yet EU 
Taxonomy aligned. 

Action is urgently needed on decarbonizing those Action is urgently needed on decarbonizing those 
sectors that contribute to a large share of global 
emissions, such as heavy industry, manufacturing and 
agriculture. 

There is significant business model innovation taking There is significant business model innovation taking 
place in such sectors, which are in urgent need of 
sustainable finance.  It is therefore important that the EU 
regulatory framework is not only supportive of financing 
green assets, but also of financing the transition towards 
a net zero emission economy.

In its recent report in response to the Commission’s In its recent report in response to the Commission’s 
request to reflect on transition finance in the EU 
framework, the EU Platform on Sustainable Finance 
acknowledged some limitations to how the Taxonomy 
can currently be used for transition financing.

Indeed, the way that the current EU Taxonomy helps Indeed, the way that the current EU Taxonomy helps 
support finance to companies undertaking 
activities that do not yet meet the taxonomy criteria 
(R&D, CAPEX, enabling activities) is insufficient as it 
does not properly incorporate the notion of full 
transition pathways. Consideration should 
therefore be given to how to complement the 
current EU Taxonomy framework by an approach 
which will allow the assessment of a company 
alignment with net zero 2050 objectives- without 
relaxing the taxonomy thresholds. It is important 
that the EU Taxonomy indeed preserves its 
capacity to define a science-based target 
consistent with the 2050 objectives to maintain 
its credibility and the trust of institutional and 
retail investors who want to ensure that (a 
proportion of) their assets are invested in already 
green activities. This is a key benefit of the EU 
Taxonomy and it should not be compromised. 
Instead, a complementary approach to the current 
taxonomy framework, which defines not only “what 
is green”, but provides an additional, 
forward-looking dimension, defining “what is forward-looking dimension, defining “what is 
greening” (transition aligned or transition 
compliant) should be considered.

The EU Platform for Sustainable Finance report The EU Platform for Sustainable Finance report 
reflects on how to recognise a company’s efforts to 
move its economic activities towards (but not 
reaching) substantial contribution criteria.  The 
Platform also proposes to support companies 
transition by establishing transition pathways for 
certain environmental performance levels, that 
could be applied to specific economic activities. 
Also, to allow companies to demonstrate their 
transition plans, the Platform further recommends 
establishing and using other metrics than just 
Taxonomy-alignment percentage, like TCFD 
metrics, science-based targets and sector 
pathways or transition scenarios. In particular, the 
Platform recommends using the requirements in the 
Climate Transition Benchmark Regulation to define Climate Transition Benchmark Regulation to define 
climate transition at company level.
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The EU Taxonomy should indeed be The EU Taxonomy should indeed be enhanced by the 
creation of mechanisms that will incentivize investors 
and companies in the transition to a sustainable and 
low-carbon economy. Such mechanisms need to 
acknowledge both the transition needs and the 
capacity and willingness of companies that are at 
different stages  of their transitional journey across 
sectors/geographies, and within sectors/geographies 
as well as recognize and support gradual improvements 
in companies’ climate metrics that are consistent with 
the ambition of the EU’s net zero emissions objective in 
2050. Similarly, within activities currently addressed by 
the EU Taxonomy, the achievements of firms which are 
not meeting yet the ambitious thresholds set by the EU 
Taxonomy but have credible and binding corporate 
plans to adapt their business models over time, should plans to adapt their business models over time, should 
be recognized. Those achievements may be the most 
effective in terms of impact -i.e., in terms of potential of 
carbon emission reduction. 

A full transition pathway of corporates at the 2050 A full transition pathway of corporates at the 2050 
horizon should be considered to determine whether the 
company is “transition compliant”– a term used by the 
EU Platform on SF in its report.  The respect of the 
transition pathway by the corporate should be 
monitored closely by the third-party evaluator, and, in 
case the commitments are not met, the company would 
lose its “greening or transition compliant” status. This 
would avoid any “greening-washing”, a very important 
aspect to foster trust and closeup accountability.

These third parties should submit their assessment 
methodologies to an EU standard setter (as is the case 
These third parties should submit their assessment 
methodologies to an EU standard setter (as is the case 
for external credit assessment institutions, who are 
subject to ESMA authorization), and their methodologies 
should respect agreed standards: science-based, 
aligned with the Paris Accord/Net Zero emission 
strategy/ EU and Member States plans. 

The benefit of such an approach is that the KPIs 
used by those third parties in their transition 
pathway assessment may be more specific to each 
sector / company. This would create an alignment 
between the definition of “greening” in the 
taxonomy, and the key performance indicators 
typically used in sustainability-linked loans and 
other ESG related solutions. It would also create 
an alignment between the definition of 
“greening” and the specific pathways defined by 
Member States, which could vary depending on 
their starting point. All in all, it would provide a 
definition of “greening” that would reflect 
adequately the scope of investments needed to 
achieve the EU’s ambition, and therefore would help 
channel funding to the right projects and channel funding to the right projects and 
companies.

To provide a full picture on the transitioning efforts, To provide a full picture on the transitioning efforts, 
a complementary approach to the EU Taxonomy 
could be an explicit recognition of efforts in a 
credible transition path at company level (that 
would be consistent also with the DNSH principle 
and minimum social safeguards).

In terms of finance, this could for example be a In terms of finance, this could for example be a 
general purpose loan to a company where interest 
rates are linked to the CO2 performance at the 
levels required by a net-zero 2050 scenario. An 
added benefit of this recognition is that it could 
very easily be applied to sectors that are not yet 
developed in the dra  delegated acts for climate 
change mitigation or adaptation, like textiles, etc. 
In banking activities this type of financing could be 
usually covered by a KPI-linked loan (also referred 
to as “sustainability-linked loan” under the Loan 
Market Associations standard) where targets should 
be in line with EU climate targets (net zero by 
2050).



The EU sustainability framework should therefore formally 
recognize corporates’ decarbonization engagement in 
line with the Paris agreement providing that some 
conditions are met:

• KPIs measuring the engagement would be in line with 
indicators used in the Taxonomy (e.g., carbon intensity per 
unit of production for power, transport sectors).

• The decarbonation trajectory should include • The decarbonation trajectory should include 
intermediate targets (until 2050) consistent with EU 
climate law (2030/2050 reduction objectives) and could 
be based on recognized scenarios and sectorial 
standards. This could take the form of (i) an intermediate 
threshold or (ii) “reduction target” (EU objective of 55% 
reduction in 2030) in line with the low carbon plan 
developed by the EU Member States and the review of 
EU sectorial regulation. 

• The credibility and robustness of the corporate 
engagement should be subject to the adoption of 
• The credibility and robustness of the corporate 
engagement should be subject to the adoption of 
recognized approaches. Such approaches should not 
only define the targets at corporate level, but also define 
/ evaluate realistic and ambitious decarbonation 
strategies and actions of the corporates as well as their 
alignment to the sectoral strategies consistently with the 
national decarbonation pathways and the Paris 
mitigation goals. 

• In order to avoid greenwashing and 
“greening-washing”, there must be a requirement to “greening-washing”, there must be a requirement to 
provide evidence on how this KPI-linked funding 
contributes to the realization of the investment plan, 
and a requirement that a company cannot raise 
more sustainable funding than the amount of 
sustainable investments that they do (in a certain 
timeframe).

Companies should be encouraged to make their own Companies should be encouraged to make their own 
emissions reduction engagement based either on 
scientific targets, for instance through the adoption 
of objectives aligned with science-based targets 
and robust governance. A formal EU recognition of 
such a complementary approach (including through 
the use of such an approach as a formal indicator for 
reporting purposes), would help investors and credit 
institutions to reorient capital flows toward the 
companies that are effectively engaged into a 
transition pathway. 

It is not suggested that such financing would be 
considered “EU Taxonomy-aligned” as the EU 
It is not suggested that such financing would be 
considered “EU Taxonomy-aligned” as the EU 
Taxonomy is clearly defined for those activities 
that substantially contribute to environmental and 
social objectives. What is being proposed   is to 
consider the financing of companies that are 
aligning their activities with the EU climate targets 
under the concept of “transition financing”. In 
summary, if all banking clients were performing in 
line with net zero pathways by 2050, banks would 
succeed in helping them to achieve EU climate 
targets.
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