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Role of Financial sector in Sustainability issues

Rising expectations towards Financial institutions

• Banks can help reallocate capital toward economic activities that are net positive to 
societies. 

• They can also nudge new behaviours among clients and counterparties

• Regulators around the world put pressure on financial market to measure, understand, 
and address climate risks and to integrate climate and environmental risks in business 
strategy, governance, risk management and disclosure

• Many banks are embracing this growing power and influence and have been
strengthening environmental, social, and governance (ESG) commitments in 
meaningful ways

• The lack of common global standards, insufficient data, and unclear metrics to assess 
sustainability performance and outcomes — these issues are starting to be addressed.

• Sustainability goals often lack transparency and connection to the day-to-day 
business activities, such as lending or underwriting

• Greenwashing—relabeling and branding existing business activities as supporting a 
green agenda.

Challenges

„Banks should take a leadership role, and 
continue to engage with regulators, 
industry organizations, clients, and 
counterparties to build a robust, 
pervasive, and persistent sustainable 
finance agenda going forward.”

Response Bank’s ESG commitments

Goldman Sachs announced it will deploy US$750 billion 

across investing, financing, and advisory activities by 2030 

on sustainable finance themes such as climate transition 

and inclusive

Citi’s new sustainable finance target includes a goal to 

deploy $500 billion to environmental finance by 2030, 

extending its current commitment of $250 billion by 2025. 

The bank is also targeting other Sustainable Development 

Goals (SDGs) outside of environmental finance, earmarking 

$500 million for social and goveranance finance.

Deloitte: 2021 banking and capital markets outlook

Copyright © Deloitte 2021. All rights reserved.
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Sustainable finance can be understood as financing and related market arrangements that contribute to the 
achievement of sustainable growth, through supporting directly and indirectly the Sustainable Development Goals 

Sustainable Finance – link between FSI and Real Economy

Real Economy
(& their value chains)

Sustainable Investments
(e.g. Green Bonds, Green Loans)

Investors Capital FSI Healthy 

Planet

Sustainability- and climate-integrated portfolios 
provide better risk-adjusted returns 

Less economic harm and portfolio losses by 
increased climate & environmental damage

BENEFITS FOR BUSINESSES 
new sources of funding 

through global capital 
markets

BENEFITS FOR INVESTORS 
greater choice of green 
finance products to satisfy 
the fast growing demand

GovernmentRegulators

P r o d u c t s B e n c h m a r k sC l a s s i f i c a t i o n

D i s c l o s u r eR i s k s

Regulatory & supervisory requirements
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Sustainable Finance from 
a global perspective
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The sustainability revolution is arriving faster than expected. Increasing pressure from multiple 
stakeholders creates the need for sustainability transformations in FIs

Political & Regulatory Pressure
• Global priorities for action expressed within the 

Sustainable Development Goals (SDGs)

• To meet Paris target and make EU climate neutral by 
2050, Europe needs between €175 to €290 billion in 
additional yearly investment in the next decade

• Transitioning to a climate-neutral economy requires 
an alignment on the need to act to scale up 
sustainable finance to plug the current investment 
gap

“Through our strategy review, we will determine 

where and how the issue of climate change and 

the fight against climate change can actually 

have an impact on our policies.”

Christine Lagarde, President of the ECB

Competitors / Market Pressure

“Awareness is rapidly changing, and I believe 

we are on the edge of a fundamental 

reshaping of finance. The evidence on climate 

risk is compelling investors to reassess core 

assumptions about modern finance.”

Larry Fink, CEO Blackrock

“Banks and other financial firms need to get 

creative to bring sustainable investments into 

the mainstream. Conversations with clients 

about climate exposure have amped up 

materially over the last two years”

David Solomon, CEO Goldman Sachs

• Sustainable finance has been growing exponentially over the last 
few years and the development is expected to accelerate over 
the coming years

• 40% of investors state that they already take ESG criteria into 
account when making their investment decision

Customer Behavior & DemandVOICE 
OF THE 
MARKET

VOICE 
OF THE 

REGULATOR

Drivers of ESG in FSI
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Standard setters and regulators aiming at Financial Services in their role as financial intermediaries to 
achieve the ESG goals
Drivers of ESG in FSI - Response of the central banks, regulators and relevant authorities

*For detailed information refer to appendix

Products
• EU Action plan on Financing Sustainable Growth
• Principles for Responsible Investment (PRI)
• Green Bond Standard
• EU Ecolabel Retail Financial Products 

• EU Climate Transition Benchmark / Paris-aligned Benchmark
Benchmarks

Classification
• EU Taxonomy of environmentally sustainable activities

• TCFD Recommendations
• EU SFDR Regulation on sustainability‐related disclosures
• SEC Recommendation Relating to ESG Disclosure
• EU Amendments to existing MiFID II, UCITS and AIFMD

Disclosure

• CFTC Report Impacts of climate risk to US financial markets
• ECB Guide on climate-related and environmental risks
• EBA Action Plan Sustainable Finance esp. risk management

Risks

Banks and asset managers started to evaluate business opportunities regarding ESG and to review their operating models to ensure sustainability matters and 
sustainability risks are adequately addressed
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The integration of ESG aspects affects FSI on a strategy and operating model level as well as on process 
and technology level

• Classification of businesses accordingly to a given scheme; in particular 
Manufacturing/Energy/Resources and ESG mitigating businesses; look through to 
business models/business units needed; obligation for businesses to disclose their 
alignment, e.g. % of turnover

• It is expected that external service providers will collect relevant data

• Need to evaluate customer demand and market opportunities
• Developing green products: processes and supporting technology in accordance to the 

standards; a link ‘source of funding and use of funding = green investment’ is needed, 
ongoing audits by external verifiers

• Developing a targeted customer approach and training front office staff 

• Possibility to design an index as a reference benchmark with additional disclosure 
requirements, i.e. description on how a product is aligned with or differ from the 
designated index 

• Benchmark administrators and index providers will have to set the benchmarks in 
accordance with new rules

• Integrating ESG risks into enterprise-wide risk management frameworks
• Enhancing existing risk modelling and stress testing capabilities
• Prudential impact of ESG risks in discussion with regulators
• Indirect implications: incorporating ESG aspects in pricing, performance management, 

capital allocation, financial reporting

• Significant ESG disclosure requirements for different levels - entity and product level -
and for different media - periodic reports, pre-contractual/product-related, website -
depending on regulations und decisions made in the categories above

• Integrating ESG aspects in the investment decision making processes and advisory 
processes 

ESG Impact on FSI

Disclosures 
Establishing a transparency framework for market participants and 
investment advisors on the integration of sustainability risks in their 
decision making or advisory process. Obligation of reporting related to 
those processes and related outcomes

Products 
Setting up of an agreed upon Standard for Green Products (funds, 
bonds, deposits, loans) in order to increase the flow of finance to 
green and sustainable projects and allowing for more transparency
and comparability

Classification 
Determining if an economic activity is environmentally sustainable
with objective to guide policy makers, industry and investors on how
best to support and invest in businesses that contribute to achieving
positive impact

Benchmarks 
Creation of climate and ESG benchmarks to provide investors with an 
appropriate tool and level of comparability of climate and ESG 
benchmarks methodology

Risks  
ESG events or conditions - physical risks e.g. extreme weather  
conditions or transitional risks, e.g. changing climate policies - with 
significant negative impacts on assets, earnings and  reputation need 
to get incorporated in known risk types, e.g. credit risks, market risks 
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Sustainable finance has been growing exponentially over the last few years and the development is 
expected to accelerate over the coming years

Drivers of ESG in FSI – Customer Behavior & Demand

As the market expands, the green bond market continues to diversify and innovate across all asset classes and issuer types. Along with the growing amount of capital 
raised, the market also expanded a growing variety of issuers from different regions – firstly from Europe, then North America, and increasingly from Asia-Pacific

Global sustainable debt annual issuance, 2012-2019

Source: BloombergNEF

$ billion

5 15
40

57

112

196
247

405

500

Sustainable debt issuance by region, 2019

$405 billion

Source: Environmental Finance Bond database

$405 billion

Source: Renewables Now

Use of green bonds and loans proceeds, 2019

CAGR 78%
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Currently we support our financial services clients in identifying, assessing and implementing the most 
pressing issues and opportunities on Sustainable Finance

ESG Classification & Scoring

Determining if an economic activity is environmentally sustainable with
objective to guide industry and investors on how best to support and invest in
businesses that contribute to achieving positive impact

ESG Products

Developing sustainable products (funds, bonds, deposits, loans) in order to 
increase the flow of finance to green and sustainable projects. Setting up 
processes and supporting technology in accordance to the standards for 
sustainable productsv

ESG Risk Integration

Identifying, quantifying and integrating physical risks and transitional risks
with significant negative impacts on assets, earnings and  reputation into 
existing risk frameworks. Enhancing existing risk modelling and stress testing 
capabilities

ESG Reporting & Disclosure

Establishing ESG disclosure requirements on entity and product level. 
Integrating ESG aspects in the investment decision making processes and 
advisory processes. Incorporating ESG aspects in pricing, performance 
management, capital allocation, financial reporting

ESG Data Management & Analytics

You can’t manage what you don’t measure. Data Management across the full range of ESG issues, is a key part of the ESG management process. Collecting data,
benchmarking current performance and providing valuable data analytics such as carbon footprints and taxonomy alignment

ESG Strategy / Net Zero Strategy

Determine business impacts across the organization and providing a roadmap to make the business more sustainable. Establish a vision for sustainability, including
alignment with purpose and supporting the integration of sustainability into your corporate strategy. Educate and assist different functions to embed sustainability
considerations into their decision making and operations. Conduct a capability gap assessment to determine the level of change required to meet strategic ambition
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Risk integration
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• Sustainability risks, especially environmental risks, have become more relevant 
faster and even stronger than expected in recent years.

• The risk potential (probability of occurrence, impact) of environmental risks now 
exceeds the risk potential of purely economic risks over the next 10 years.*

• Environmental issues in particular are now also in the focus of the general public 
and are influencing consumer behavior.

• The increase in the importance of sustainability risks, in conjunction with 
changing customer needs, makes it necessary to address the issue in terms of 
business policy and risk management. 

• Sustainability risks already have a noticeable impact.

Relevance of sustainability risks

2007 … 2018 2019 2020

1
.

Infrastructure
breakdown

Extreme
weather

Extreme
weather

Extreme
weather

2
.

Chronic
diseases

Natural
disasters

Climate action
failure

Climate action
failure

3
.

Oil price shock Cyberattacks Natural
disasters

Natural
disasters

4
.

China hard
landing‘

Data fraud or theft Data fraud or theft Biodiversity loss

5
.

Blow up in
asset prices

Climate action
failure

Cyberattacks Human-made
environmental
disasters

Top 5 Global Risks in Terms of Likelihood*

Top 5 Global Risks in Terms of Impact*

2007 … 2018 2019 2020

1
.

Blow up in
asset prices

Weapons of mass
destruction

Weapons of mass
destruction

Climate action
failure

2
.

Deglobalization Extreme weather Climate action
failure

Weapons of mass
destruction

3
.

Interstate
and civil wars

Natural disasters Extreme weather Biodiversity loss

4
.

Pandemics Climate action
failure

Water crises Extreme weather

5
.

Oil price shock Water crises Natural disasters Water crises

Development of the risk map

Economic Environmental Geopolitical Sociental Technological

* Source: World Economic Forum: The Global Risks Report 2020 : https://www.weforum.org/reports/the-global-risks-report-2020

The relevance of sustainability risks is increasing worldwide

https://www.weforum.org/reports/the-global-risks-report-2020
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Impact of sustainability aspects and sustainability risks

Business activities*

Sustainability topic

Sustainability risk

Existing risk types

Financial risks Non-financial risks

Business Risk Operational Risk ….

Example:
Changed customer 
demand is not 
addressed and leads 
to cash outflows

Counterparty Risk Market Risk

Example:         The 
need to purchase CO2 
certificates can lead 
to a deterioration in 
the borrower's 
earnings situation and 
its rating

…Liquidity Risk

Example:  Aircraft financing

Example:  Climate change/CO2 emissions

Example: Transition risk due to changes in regulatory/legal framework on CO2 
certificate trading 

Example:      Stricter 
environmental 
regulations adversely 
impact the earnings 
situation of an 
investment property, 
which negatively 
affects its valuation

Example: 
Deterioration of the 
bank's own 
sustainability rating 
can have a negative 
impact on refinancing 
opportunities.

Example:
Training and further 
education of 
employees on 
sustainability topics 
not in line with 
requirements and/or 
the market.

* If applicable, from internal activities such as the operation of own real estate

Sustainability risks arise from various aspects of environmental, social and corporate governance issues and impact existing risk types
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Executive SummaryCompliance of the Bank with the ECB Guide on climate-related and environmental risks

Incorporation of ESG risks in the loan origination 
and monitoring process

Incorporation of ESG risks in the ICAAP/ILAAP 
processes

Incorporation of environmental and climate-
related risks monitoring in the context of Risk 
Appetite Framework (RAF)

Incorporation of ESG risks monitoring in the context of 
operational risk management

Incorporation of ESG risks in the context of market 
and liquidity risk management

Incorporation or supervisory expectations with 
regards to the disclosures related to the ESG risks

Appropriate incorporation of climate and 
environmental risks into governance

The seven thematic areas to achieve compliance with ECB supervisory expectations.
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Executive SummaryAppropriate incorporation of climate-related and environmental risks into governance

Good practices that will ensure effective climate-related and environmental risk management

Imbedding ESG in business strategy, 
based on operational environment 
analysis and stress scenarios

Effective management and oversight 
from the Board of Directors and 
relevant Committees – monitor and 
scrutinize ESG relevant KPIs and KRIs

Appropriate allocation of Senior 
Management Responsibility e.g. 
Chief Sustainability Officer

Clear roles, responsibilities and accountability across all three 
lines of defense i.e. Credit Divisions, Risk Function, Control 
Function, Compliance Function and Internal Audit Function 

Updated risk frameworks and policies for relevant risk types 
through which ESG risks manifest e.g. Credit Policies, 
Remuneration Policy, etc. 

Board approved Risk Appetite (RAS) 
and management reporting metrics 
as KPIs and KRIs

Clear data governance and 
reporting capabilities for climate-
related and environmental risks

Controls embedded into relevant processes covering risk 
identification, assessment, acceptance or approval, monitoring 
and reporting

Education and awareness building to develop climate risk 
understanding at all levels in an organization

Knowledge, skills and experience of BoD in the area of climate-related 
and environmental risk in view of the collective suitability assessment
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Trend toward the establishment of a Chief Sustainability Officer in financial institutions to accompany the strategic transformation and 
coordination of sustainability issues in the institutions

Climate-related and environmental risks Governance

Reporting channels *Mandate

• Continuous monitoring of the business environment 
and identification of sustainability-relevant trends

• Supporting the strategic and sustainable alignment of 
the institute as well as in the design of processes and 
governance

• Establish sustainability culture and align teams 
accordingly through ongoing engagement, education, 
and networking

Skill set

• Strong strategic, analytical and conceptual skills as a 
basis for tailored management of sustainability issues

• Good networking within the company to ensure 
effective collaboration with sustainability-relevant 
stakeholders

• Distinct leadership and communication skills 
(especially addressee-appropriate application of 
different leadership styles, e.g. agilizer/initiator or 
facilitator)

• Direct line to CEO to consider sustainability factors in 
strategic decisions 

• Need for direct CSO/CEO reporting lines depending 
on organization's sustainability awareness

• Alternative reporting structures conceivable (e.g., ESG 
reporting to CEO through audit & risk committee)

Chief Sustainability Officer in financial institutions

Increasing expectations of ESG management from internal and 
external stakeholders

* Reporting channels in most cases dependent on culture, business model, 
mandate and motivation of C-levels

A dynamic environment requires holistic and 
coordinated adaptation of established structures 

and processes 
ESG trends and risks as a strategic differentiator
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Incorporation or supervisory expectations with regards to the ESG disclosures

Governance
Disclose the organisation’s 
governance around climate related 
risks and opportunities.

Strategy
Disclose the actual and potential  impacts 
of climate-related risks  and opportunities 
on the organisation’s businesses, strategy 
and financial planning,  where such 
information is  material.

Risk management
Disclose how the organisation 
identifies, assesses and manages 
climate-related risks.

Metrics and targets
Disclose the metrics and targets  used to 
assess and manage  relevant climate-
related risks and opportunities, where 
such  information is material.

a) Describe the board’s oversight 
of climate-related  risks and 
opportunities.

b) Describe management’s role  in 
assessing and managing climate-
related risks and opportunities.

a) Describe the climate-related risks and 
opportunities the organisation has 
identified over the short, medium and 
long term.

b) Describe the impact of climate-related 
risks and opportunities on the 
organisation’s businesses, strategy and 
financial planning.

c) Describe the resilience of the 
organisation’s strategy, taking into 
consideration different climate-related 
scenarios, including a 2°C or lower 
scenario.

a) Describe the organisation’s 
processes for identifying and 
assessing climate-related risks.

b)Describe the organisation’s  
processes for managing climate-
related risks.

c) Describe how processes for 
identifying, assessing and managing 
climate-related risks are integrated 
into the organisation’s overall risk 
management.

a) Disclose the metrics used by the 
organisation to assess climate-related 
risks and opportunities in line with its 
strategy and risk management process.

b) Disclose Scope 1, Scope 2, and, if 
appropriate, Scope 3 greenhouse gas 
(GHG) emissions and the related risks.

c) Describe the targets used by the 
organisation to manage climate-
related risks and opportunities and 
performance against targets.

Compliance with the new regulatory framework | Recommended disclosures per area

Recommended disclosures
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How do CE countries 
approach ESG? 
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A project methodology that assures deep rootcause analysis, information and knowledge sharing and recommendations

Designing Recommendations for a Sustainable Capital Markets Strategy and Action 
Plan for Hungary
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I. Assessment report - Deliverables

Review of general capital market regulation, 
sustainability related capital market regulation and tax 

incentives, direct subsidies and public investments

Understanding, expectations and plans of Hungarian 
capital market participants related to sustainable finance 

and green financial instruments

Understanding expectations and plans of Hungarian 
start-up market participants related to sustainable 

finance and green financial instruments

The Pilot Ecosystems Assessment identifies relevant 
Hungarian “pilot ecosystems”, existing or emerging, that 
have the greatest potential in terms of serving as cases 

for developing models of sustainable finance

Estimates of the amount of investment needed from 
additional sources such as the capital market
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There are potential areas for improvement from three main aspects of regulation and public finance.

Analysis of main obstacles to sustainable capital market development

General institutions and instruments related to bonds

General Capital Market Regulation

Certain areas of the covered bond regulation may be
subject to development (e.g. type of eligible issuer and
collateral assets, etc.).

Potential areas for development: (i) specified type of 
security, (ii) noteholder representation, (iii) obligatory 
investment firm participation, and (iv) banking secret, 
business secret and securities secret restrictions.

Tax Incentives, Direct Subsidies 

and Public Investments

Sustainability Related 

Capital Market Regulation

• Certain legal institutions and instruments are not 
specifically regulated.

• This is no obstacle, but a missed huge potential. 

Covered and mortgage bonds

Securitization

Taxonomy, standards and labels

• Harmonized framework for sustainability investments 
needed: (i) encouraging and driving integration of ESG 
factors,  (ii) increased ESG-linked transparency, (iii) 
supporting data collection (data base), (iv) encouraged 
capacity building, (v) more detailed regulation.

• Depth and scope of the implementation of the NFRD vary, 
CSRS is an incoming regulation to strengthen this.

• Stricter or more extensive rules could apply, (personal 
scope, incentives for non-financial reporting).

• No clear definition exists of ‘green’, or ‘sustainable’.
• Sustainable labels might promote the covered bond 

market.
• International best practices exist, that are used.

Sustainable investments

ESG Reporting

Tax related incentives

• If green bonds have the same risk, return and additional 
benefit as other non-labelled bonds, investors tend to 
choose the green alternative

• cash rebate or the offset of expenses, investors may be 
made more interested in investing in green bonds.

• In green bonds and the preferential treatment of green 
bonds in monetary and prudential regulation could 
facilitate the further development of sustainable 
financing.

• A good mix of policy tools is needed.

Direct subsidies

Public issuance and public investment

• Tax-credit bonds or tax-exempt bonds may have an 
important role in supporting the growth of the green 
market but impact may vary depending on the scope and 
extent of the respective tax.

Regulatory environment can restrict the issuance of
municipal bonds. Regulatory/legislative change is required
to facilitate municipal bond issuances.

Municipal bonds



© 2021 Deloitte 23

Interviews and online questionnaires were carried out in order to assess the views of the various stakeholders on barriers to and enablers 
of developing a sustainable finance ecosystem in Hungary.

How do market players think on the sustainable finance business opportunity

ESG reporting

Financial Institutions

ESG reporting

Corporations

Awareness of green finance

• Growing corporate-side awareness and interest 
concerning green financial instruments.

• The existence of green financing opportunities would 
boost awareness. Usually supply is driven by other 
supporting factors, such as cost and long-term 
operational considerations.

Limitations: capital costs, returns, and risks, reporting

• For corporations, low returns and high capital costs 
are limitations, followed by lack of knowledge and 
experience and administrative burdens. 

• Time requirements of issuance was a limitation from 
financial institution side.

• ESG guidelines, Taxonomy, GBS are not well-known.

Opportunities and the role of government

• Government plays an important role in advancing 
sustainable capital markets.

• The most important factor is grants followed by 
subsidies, guarantee schemes.

• Most potential instruments: government incentives, 
green securities and bonds, grant related financial 
instruments. 
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The identification of “pilot ecosystems”, existing or emerging has the potential for developing models of sustainable finance in Hungary

Assessment of pilot ecosystems, that could become part of the NetZero investment field

Potential ecosystems need to closely link to (i) Hungarian national political priorities and Hungary’s current strengths, (ii) positive 

and measurable impact on sustainability goals and (iii) scalable solutions with strong potential to reach global markets, where the 

investment gap is significant.

D – Electricity, gas, steam, and air conditioning supply

This includes construction and operation of electricity generation facilities (NACE: D35), manufacturing of biomass, biogas, or biofuels (NACE: D35), or smart grid

operations (NACE D35). Transitioning sector D is a high leverage to achieve climate ambitions due to the high air emissions intensity.

F – Construction: Buildings and Infrastructure

Activities in this ecosystem are related to construction of new buildings (F41, F43), building renovations (F41, F43), and construction of low carbon infrastructure on

land and water (F42). European policies and already existing sustainable finance programs in Hungary provide potentials in this ecosystem.

H – Transporting and storage

Activities in this ecosystem are related to passenger and freight rail transport (H49), passenger cars, and commercial vehicles, and public transport (H49).

C – Manufacturing

Activities in this ecosystem are related to manufacturing of low carbon technologies. This economic activity, however, is not defined strictly by NACE codes.
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In order to estimate the investment gap, the EU and National funding and key national strategies until 2030 and 2050 has to be taken into 
account

The estimation of a potential sustainable investment gap

One of the biggest limitation in transparency of investment costs and flows, and therefore, of estimating the Investment Gap is data availability. More accurate, available data on

Sustainable investments in Hungary would help creating leverages to increase the potential of the capital market to contribute to reaching sustainability targets.

Data availability to track sustainable finance is key to transparency and therefore, to developing sustainable capital markets in Hungary. 

The sustainable investment gap is the difference between the costs of investments needed to achieve carbon neutrality of Hungary

until 2050 and the funding received from European Union and national sources. The sustainable investment gap reflects on the 

amount of investment needed form additional sources such as the capital market.   

The estimated amount used a conservative methodology. The sustainable investment gap, therefore, might be significantly larger.

Based on different economic growth scenarios and the spread of the new sustainable technologies, we estimate the Sustainable Investment Gap between 2020 and 2030 in the 

range of HUF 2500 - 4000 Billion.
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The Recommendation report will draw on the conclusions of the Assessment report and incorporate investors market’ and European 
Union’s regulatory trends

Recommendation development until the end of 2021
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