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Ten years after the outbreak of the global crisis that led, among other things, to an unprecedented change in the
international supervisory architecture and a regulatory tsunami, do you think anyone anticipated in 2008 that
central banks and financial supervisors would be called upon to play a key role with regard to the risks of climate
change? | didn't.

Central banks and supervisors consider these risks because there is a non-negligible probability that, if they
materialise, they will have an extremely negative impact on the financial system and the real economy: climate
change affects the economy, business activity and price stability; impacting on the intermediation of savings and
investment. In other words, the risks of climate change (physical, transition and liability risks) are also financial risks
(mainly credit and market risks).

For this reasonit seems congruent that although central banks and financial supervisors may not lead the transition
to a sustainable low-carbon economy (CO2), they should indeed advocate for the entities covered by their radar to
consider and manage these risks in the best possible way. For example, central banks can add value through their
analytical capacity to assess and measure risks, and supervisors can help the market place a price on the risks of
climate change (something that the market may not do well because of the long lead times and the diversity of
these risks).

The Network of Central Banks and Supervisors for Greening the Financial System (NGFS), created a year ago
during the One Planet Summit in Paris (COP23), has two main objectives: to contribute to the development of an
analytical framework for managing the risks of climate change and the environment; and to help the transition
towards a sustainable economy. It is made up of twenty-four members and five observers. Among the former we
should highlight the European Central Bank (ECB), the European Banking Authority (EBA) and the Banco de
Espafa (BdE). Among the latter group, at least the Bank for International Settlements and the World Bank.

The ECB has identified the risks of climate change in its assessment for banking supervision purposes for 2019,
and these will be among the issues to be addressed qualitatively with individual banks. In addition, a couple of
recent speeches by two of its executive directors suggest a turning point and dispel any doubts about the Bank's
position and degree of involvement.

In Spain, it appears that consideration could be given to requiring listed companies and credit institutions subject to
the supervisory regime of the BAE to prepare an annual report on the financial risks associated with climate
change. In addition, the BAE may have to prepare a biannual document assessing this risk to the Spanish financial
system and the policies to combat it.

Recently, the United Nations Climate Change Conference (COP24) was held and the European Commission called
for a climate-neutral Europe by 2050. This seems far from easy, given the current starting point and the fact that in
2017 the levels of CO2 emissions increased again.
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On the one hand, the impact of climate change requires urgency and ambition. On the other, the degree of
ambition needs to be realistic in order to be able to meet the objectives set. It is vital that promises are kept after
they have been made. Thus, any risk-taking has to be consistent with the strategy being followed, which in turn has
to be clear, credible and achievable, in order to provide certainty and stability that will allow short-term plans to be
drawn up in order to achieve longer-term objectives.

There is a need for commitment and coordination among all the actors involved: central banks, supervisors and
regulators, governments, international bodies and the financial industry. They play a key role in ensuring that the
transition to an economy less dependent on CO2 emissions is made in an orderly rather than an abrupt manner.
They must also make society aware that it is facing these risks and their magnitude. This all adds up to a major
challenge.

To paraphrase Zeno, it needs to be seen whether thought is stronger than matter, and willpower more powerful
than physical or moral suffering.
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and
expresses data, opinions and estimates at the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, but not independently verified by BBVA. Therefore, BBVA offers no
warranty, either express or implicit, regarding their accuracy, completeness or correctness.

Estimates this document may contain have been made in accordance with generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, whether positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the
economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of
such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into
any interest in financial assets or instruments. Nor shall this document or its contents form the basis of any
contract, commitment or decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers
should be aware that in no circumstances should they base their investment decisions on the information contained
in this document. Persons or entities offering investment products to these potential investors are legally required
to provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Its reproduction, transformation, distribution,
public communication, provision, extraction, reuse, forwarding or use of any nature by any means or process is
forbidden, except in cases where it is legally permitted or expressly authorised by BBVA.
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