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The all-encompassing scope of Article 2.1(c)
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finance and public policy instruments RN
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Source: Jachnik, R., M. Mirabile and A. Dobrinevski (2019), "Tracking finance flows towards assessing their consistency with climate objectives.



https://natixis.groupebpce.com/wp-content/uploads/2022/08/natixis_gwfinbrief.pdf
https://doi.org/10.1787/82cc3a4c-en

Key areas of OECD work on policies and levers to support
alignment with 2.1(c)

Guidance to improve the comparability, transparency and integrity of climate-related assessments and data
Guidance on transition plans and finance
Due Diligence Guidance for Responsible Business Conduct

Enabling environment conducive to investment in general
| = Specific enabling conditions for low-carbon and climate-resilient investment |
Ambitious and stable climate policies |

Modernising export credit rules to better support the climate transition

Embedding climate considerations in international investment treaties

‘ Aligning development co-operation and climate action

Source: OECD submission to the UNFCCC Standing Committee on Finance.



https://www4.unfccc.int/sites/SubmissionsStaging/Documents/202306011526---OECD_submission_UNFCCC-SCF_Article2.1c.pdf?_gl=1*gssftg*_ga*MTczMzQ2NzYyOS4xNjQxNTYxMTE3*_ga_7ZZWT14N79*MTY4OTI2MjA2MS4xNS4xLjE2ODkyNjI2MzIuMC4wLjA.

>> Metrics are needed at different levels of aggregation
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>> Need for comprehensive asset class coverage

But current coverage is incomplete despite growing efforts

Private Corporate
equity debt ‘ Covered

@ Developing

Real Infra- Sovereign ) Emerging
estate structure bonds

Source: Noels and Jachnik (2022) Assessing the climate consistency of finance: Taking stock of methodologies and their links to climate mitigation policy objectives



https://doi.org/10.1787/d12005e7-en

Different complementary metrics can provide a
more holistic assessment

Examples of climate performance metrics

Sectoral
decarbonisation
metric
Independent of entity size,
but challenging to apply to _
Absolute all sectors and asset Non G_HG based
emissions metric classes climate
Applicable to all asset performan ce
classes, but could metrics
disincentivise business .
More closely linked to real-
growth

Economic economy impacts

Intensity metric
Applicable to all sectors, but
volatile and may not reflect
actual emissions reductions

Source: Noels and Jachnik (2022) Assessing the climate consistency of finance: Taking stock of methodologies and their links to climate mitigation policy objectives



https://doi.org/10.1787/d12005e7-en

Relevance and difficulties in using scenarios as
reference point for alignment assessments

Example: using key milestones in the IEA pathway to net zero

Most innovative low-
emissions technologies
in heavy industry
demonstrated at scale

All industrial electric
motors are best in class

No new ICE car sales
Electric cars are

60% of sales Electric heavy trucks

are 50% of sales

All new buildings are
No new sales of zero-carbon ready

fossil fuel boilers

Most appliances and cooling

. systems are best in class
Universal energy access

Buildings

Transport

) Industry

i) Electricity

2020 2025 2030 2035

Overall net zero electricity
in advanced economies

1020 GW anﬁual solar
and wind additions

No new unabated coal plants
approved for development

i Phase-out of unabated coal
No new oil and gas fields in advanced economies
approved for development, i
and no new coal mines or

mine extensions [

4 Gt CO, l:ap;tured

150 Mt low-carbon hydrogen;
850 GW electrolysers

Source: IEA (2021), Net Zero by 2050 — Analysis

Almost 90% of existing
capacity in heavy industries
reaches end of their
investment cycle

50% of fuels used in
aviation are sustainable

Half of existing buildings
retrofitted to zero-carbon
ready levels

Half of heating demand
met by heat pumps

2040

20@5

Net zero electricity
sector globally

Phase-out of all unabated
coal and oil power plants

435 Mt low-carbon hydrogen;

3 000 GW electrolysers

More than 90% of heavy
industry production is
low emissions

More than 85% of
buildings are
zero-carbon ready

2050

Almost 70% of electricity
generation globally from
solar PV and wind

7.6 Gt CO, céptured



https://www.iea.org/reports/net-zero-by-2050

Company Provider1 Provider2 Provider3 Provider5 Provider 4

Lack of comparability In

= = I (@JNTELVA Not aligned Not aligned 1.5 Degrees Not aligned Not aligned
I I l et r I C S a.n d d I S C O S u re (@ JNTERVAGN Not aligned Not aligned Not aligned Notaligned [EABECIEES

Company D [RERBEE[EN 2 Degrees Not aligned Not aligned Not aligned

Company E [NERBEE[(=EN 2 Degrees Not aligned Not aligned Not aligned

Company G [NERBEE[=E9N 2 Degrees Not aligned Not aligned Not aligned

[@JNIERVAS Not aligned 1.5 Degrees Not aligned Not aligned Not aligned

Climate-alignment assessment results for 24 listed Company H [N Not available Not available IR u ]
Corporate eqL”ty assets Company | ENeIHETelle N RRD T[S Not availabIeNotavaiIabI(

Company ) ENEHEITRECMN 2 Degrees Not available 2 Degrees Not available

Across 8 emISS|OnS'IntenSIVe SeCtorS Company K ENEIREITsTaIe MN[eI R [Ts[31=s Bl Not available 2 Degrees Not aligned

Company L WNEHEITEEMN 2 Degrees Not aligned Not aligned Not aligned

Company M PNEIEIT[iEMl Not available Not available Not available f\[ei#][Te[alle!

(@JINIERVANE Not aligned JNCIEVEIEISIN Not aligned Not aligned Not aligned

Company O ENIET[itlll Not available Ji\lej4t1[Te[sTTe BN N[eIdE] [fe]al=Te N \[eY a1 [Te [gI<Te|

Company P ENEHEITECMN 2 Degrees Not available Not available 2 Degrees

Company Q 2 Degrees IN[SHEVETIETS[SN Not aligned Not aligned

2 Degrees

Not aligned Not aligned IEEEVEIEIIER Not aligned Not aligned

Not available QN[JEIECMN Not available Not available §Nlel4E]Telptle!
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Company R

Company S

Company T

Company U ENEHE]Te]alLe!

2 Degrees (L &:1ile]s Il 2 Degrees Not available §Nfei#E Te[itele!

Company W JN[IHE]Te [l B BRI [ o dE | [Te )Ml Not available 2 Degrees

Company X | 2 Degrees Not aligned Not aligned HNEIEVETIELIEN Not aligned

Source: Noels and Jachnik (2022) Assessing the climate consistency of finance: Taking stock of methodologies and their links to climate mitigation policy objectives
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https://doi.org/10.1787/d12005e7-en

Significant conceptual and technical challenges
to assess the climate resilience of finance

Explore possible methods and data that could be used for assessing progress towards the
resilience-related provision of Article 2.1(c)

Geospatial
distributions of
climate hazards

Risks to company
investments and
financial holdings

Entity-level data on Proxies for corporate

climate exposure resilience alignment
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Source: Noels et al (forthcoming) Assessing climate-resilient finance and investment: A pilot study for the EU manufacturing sector and considerations beyond.



Potential steps forward and opportunities to
measure progress related to Article 2.1(c)

Cross-cutting

relevant

Develop transparent and comparable metrics and underlying data

Cover real-economy investments, sources of finance, and financial markets
Cover all financial asset classes, with asset-class specific methods and metrics as

Mitigation

Complement GHG-based metrics with
non-GHG metrics to assess real-
economy impacts and transition plans
Use complementary reference points
to capture uncertainty

Reflect national and sectoral
circumstances while maintaining global
environmental integrity

Resilience

Develop relevant resilience-related
policy reference points

Move beyond risk and exposure
analyses to consistency and alignment
metrics
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Published pilot studies on measuring the
alignment of real-economy investments

OECD Environment Working Papers No. 172

Measuring the alignment of
real economy investments

with climate mitigation Alexander Dobrinevski
objectives: and Raphaél Jachnik

The United Kingdom's
building sector

hitps://dx doi.org/10.1787/Becch72a-en

° - Research Collaborative
OECD { Tracking Finance for Climate Action

Jachnik, R. and A. Dobrinevski (2021),
Measuring the alignment of real
economy investments with climate
mitigation objectives: The United
Kingdom’s buildings sector

OECD Environment Working Papers No. 163

Exploring options to measure
the climate consistency of real

Alexander Dobrinevski

economy investments: 4 Raphaél Jachnik

The transport sector in Latvia

https:/idx.doi.org/10.1787/48d53aac-en

° - Research Collaborative
OECD o Tracking Finance for Climate Action

Dobrinevski, A. and R. Jachnik (2020),
Exploring options to measure the
climate consistency of real economy
investments: The transport sector in
Latvia

OECD Environment Working Papers No. 159

Exploring options to measure
the climate consistency of real
economy investments:

The manufacturing industries
in Norway

Alexander Dobrinevski
and Raphaél Jachnik

https://dx.doi.org/10.1787/1012bd81-en

° " Research Collaborative
OECD )@ Tracking Finance for Climate Action

Dobrinevski, A. and R. Jachnik (2020),
"Exploring options to measure the
climate consistency of real economy
investments: The manufacturing
industries of Norway



https://doi.org/10.1787/8eccb72a-en
https://doi.org/10.1787/48d53aac-en
https://doi.org/10.1787/1012bd81-en

Published and forthcoming work on assessing
the climate-alignment of finance

OECD Environment Working Papers No. 200

« Use of climate change mitigation

Assessing the climate
consistency of finance: : H H H
Taking stock of methodologies] "<" e scenarios for financial sector target
and their links to climate

mitgation policy objectves setting and alignment assessment

« Characteristics and coverage of metrics
put forward by framework providers to
support the monitoring of net-zero
commitments by financial institutions

@))0EcD Lo . Testing data and approaches to assess
. . the climate resilience of finance and
Noels and Jachnik (2022) Assessing .
the climate consistency of finance: Investments

Taking stock of methodologies and
their links to climate mitigation policy
objectives



https://doi.org/10.1787/d12005e7-en
https://www.oecd-ilibrary.org/environment/assessing-the-climate-consistency-of-finance_d12005e7-en

