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Industry views on the integration of ESG risks into the EU prudential framework (CRR3) 

Sustainable finance has a key role to play in mobilising capital to deliver the policy objectives under the 

European Green Deal, the Paris Agreement and the EU’s commitment to reaching climate-neutrality by 2050. 

The Commission has put sustainable finance at the core of its financial policymaking for the next five years as 

part of its Renewed Sustainable Finance Strategy.. In terms of prudential regulation, this commitment has been 

reflected in 2 specific amendments by the Commission to the CRR3 proposals as follows: 

1) Recognition that energy efficiency enhancing measures in buildings should unequivocally be 

considered as increasing the value of the building in the context of credit risk, in order to promote 

energy efficiency lending in real estate; and 

2) Introduction of a targeted prudential treatment for Emissions Trading Scheme (ETS) exposures, 

whereby a lower risk weight is introduced for the commodity delta risk factor related to carbon 

trading emissions. A specific risk category is therefore created with a lower risk weight equal to 40% 

for ETS allowances.  

Industry welcomes these amendments, which will underpin the financing of a sustainable economy and 

recovery from the COVID-19 pandemic. Nonetheless, further modifications could be made for carbon 

certificates to help contribute to the development of a well-functioning forward carbon certificate market that 

provides certainty about the future costs of emissions, allowing companies to plan ahead.1 

Aside from the aforementioned changes to the prudential framework, the Commission has also sought to 

better align CRR3 with the ECB and EBA’s existing work to establish a framework for ESG disclosure, risk 

management and supervision. We welcome these changes, to ensure a consistent and coherent approach to 

ESG risks, however it is important to reflect on the nascent and exploratory stages of integration of these into 

bank risk management and supervisory frameworks. In this regard, we welcome the ECB and EBA 

acknowledgement that climate risks are drivers of existing risks and there is a need for a phased approach. 

Furthermore, as recognised by supervisors, it would be premature for bank capital requirements to be directly 

linked to the integration of these risks into the prudential framework as part of climate risk stress-testing 

exercises, the Supervisory Review and Evaluation Process or Pillar 2 requirements. It is important policy 

makers maintain this well-established regulatory approach in CRR3, noting that industry deems some 

amendments are warranted to better reflect bank practices such as disclosure frequency and national 

frameworks. 

Industry views on developing the prudential treatment of green and brown assets in CRR3 

 
1 In line with our position on the FRTB we recommend setting a tenor correlation parameter (medium correlation scenario) for carbon certificates of 
0.995-0.999, reflecting empirical observations1. This is still a conservative approach: as low and high correlation scenarios are calculated based on 
this parameter, with the largest capital requirement taken from the three scenarios. This will help contribute to the development of a well-
functioning forward carbon certificate market that provides certainty about the future costs of emissions, allowing companies to plan ahead. 
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In light of the climate emergency and ambition of the EU institutions, not least to support a green recovery 

from the COVID-crisis, we welcome the Commission looking to better incorporate ESG risks into the prudential 

framework, while ensuring that this is based on a coherent and consistent timeline for implementation and 

standardization of risk management processes, disclosure, and risk analysis. As mentioned, we also support 

the targeted approach to loan valuation and prudential treatment for ETS exposures, with modifications to 

support the carbon certificates markets. 

When it comes to further integration of the environmental performance of assets and the associated risks 

more broadly, prudential requirements should use balanced, quantitative constructs, based on observation 

and scientific data – driven not least by forward-looking risk-sensitivity. We therefore support the updated 

mandate of the EBA in CRR3 (now brought forward to 2023) to assess the integration of environmental and 

social factors into the prudential treatment of green and brown assets, although we note the unfortunate 

emphasis on potential penal factors in the explanatory memorandum, which could jeopardise the transition 

path for certain industries. In respect of the EBA’s mandate, we would stress the importance of assessing 

both positive and negative impacts which are material. We also think that any further development of a 

dedicated treatment should apply under both the internal and standardised approaches and be consistent 

with the principles of traditional prudential regulation, such as the underlying default risk of the obligor. 

Indeed, in the current absence of evidence of a risk differential between green, non-green and brown assets, 

the Commission and EBA should encourage the development – ideally at international level – of risk 

assessment methodologies that include a forward-looking perspective in addition to existing backward-

looking analysis. This in turn should enable a more accurate calibration of regulatory capital requirements 

reflecting the long-term risk profile of assets. It will be important for the EBA to demonstrate both qualitatively 

and quantitively any policy recommendations with regard to establishing a link between ESG criteria and risk 

sensitivity in the prudential framework to underpin any further changes which, if taken, should be coordinated 

internationally.  

We look forward to supporting the EBA in its work on this topic alongside the CRR3 negotiations and have 

suggested an amendment to refine the scope of their mandate. Furthermore, we would note banks should be 

given adequate time to implement any changes proposed to the prudential treatment in this area.  

Recommendations: 

1) Update the EBA mandate to ensure their assessment appropriately captures material impacts 

(positive and negative) linked to green/brown assets for all banks regardless of approach. Any 

findings and recommendations should be supported with quantitative analysis. Any further 

regulatory action based on this should be coordinated internationally. 

2) CRR3/CRD6 should better reflect bank practices and national frameworks in the proposed changes 

to integrate ESG risks into the risk management and disclosure framework. 
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  Contacts 

AFME London: AFME Brussels: 
Constance Usherwood, constance.usherwood@afme.eu  Stefano Mazzocchi, stefano.mazzocchi@afme.eu 
+44 (0)20 3828 2719 +32 (0)2 788 3972 
  
ISDA London: ISDA Brussels: 
Gregg Jones, gjones@isda.org  Sandrine Lapinsonniere, slapinsonniere@isda.org 
+44 (0)20 3808 9746 +32 (0)2 2 808 8016 
 

About AFME 

AFME represents a broad array of European and global participants in the wholesale financial markets. Its 

members comprise pan-EU and global banks as well as key regional banks, brokers, law firms, investors 

and other financial market participants. We advocate stable, competitive, sustainable European financial 

markets that support economic growth and benefit society. AFME is the European member of the Global 

Financial Markets Association (GFMA) a global alliance with the Securities Industry and Financial Markets 

Association (SIFMA) in the US, and the Asia Securities Industry and Financial Markets Association (ASIFMA) 

in Asia. AFME is listed on the EU Register of Interest Representatives, registration number 65110063986-

76. Information about AFME and its activities is available on the Association's website: www.afme.eu. 

About ISDA 

Since 1985, ISDA has worked to make the global derivatives markets safer and more efficient. Today, ISDA 

has over 850 member institutions from 66 countries. These members comprise a broad range of 

derivatives market participants, including corporations, investment managers, government and 

supranational entities, insurance companies, energy and commodities firms, and international and 

regional banks. In addition to market participants, members also include key components of the 

derivatives market infrastructure, such as exchanges, intermediaries, clearing houses and repositories, as 

well as law firms, accounting firms and other service providers. Information about ISDA and its activities 

is available on the Association's website: www.isda.org. 
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