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Indebted to nature

Exploring biodiversity risks for the Dutch financial sector
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Relationship between biodiversity and the financial sector
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Transitition risks
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Biodiversity loss drives financial risks

Financial risks lead to macroeconomic deterioration

Economy Transmission channels Financial system

Capital destruction Market risk
(losses on a.o0. shares
and bonds)

Biodiversity risks

Physical risk

More volatile raw material

2 e phnless Impairment of assets and Credit risk

wilai collateral (losses on corporate loans)

Invasive species Disruption of production

processes and value chains Liquidity risk
(refinancing risk)

Relocation and adjustment
of activities

Operational risk (liability
risks, reputational damage,

Lower corporate
profitability due to lower

r iti - 3
Transition and revenues and higher costs legal costs)

reputation risk
Pricing externalities

Changing policy
Technology
Changing

Stranded as:

Macroeconomic deterioration leads to increasing financial risks
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Physical risks: dependency on ecosystem serv
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T Type of financial Financial asset
institution class

Banks Loans

Pension funds EliEnes

Bonds
W Insurers

EUR 100 billion

Business process

Real estate activities

Distribution

Processed food and drink production

Construction

Mining

Life science, pharma and biotech manufacture
Life science, pharma and biotech tools and services
Marine transportation

Marine ports and services

Small-scale livestock (beef and dairy)
Large-scale irrigated arable crops

Large-scale livestock (beef and dairy)
Large-scale rainfed arable crops

Fibre-optic cable installation (marine)
Telecommunication and wireless services
Alcoholic fermentation and distilling
Integrated oil and gas

Construction materials production

Iron extraction

©Oil and gas transportation

Water services (e.g. waste water, treatment and distribution)
Catalytic-cracking, fractional distillation.and crystallization
Production of leisure or personal products
Railway transportation

Airport services

Leisure facility provision

Production of paper products

Electric/nuclear power transmission and distribution
Biomass energy production

Gas distribution

Geothermal energy production

Nuclear and thermal power stations

solar energy provision

Wind energy provision

Hydropower production

Tyre and rubber production

Production of forest and wood-based products
Cruise line provision

Hotels and resorts provision

Small-scale forestry

Tobacco production

Synthetic fibre production

Infrastructure maintenance contracts
Freshwater wild-caught fish

Aquaculture
Saltwater wild-caught fish

* The total value of the holdings in shares and bonds (2018-1V), and of the major loans
(2017-1V) by Dutch financial institutions, is EUR 1,421 billion.

ces

Ecosystem service

Surface water

Climate regulation

Ground water

Flood and storm protection

Mass stabilisation.and erosion control

Buffering and attenuation of mass flows
Water flow maintenance

Fibres and other materials

Soil quality

Water quality

Disease control

Pest control

Maintain nursery habitats

Animal-based energy
Pollination

Sources: ENCORE, DNB




Transition risks: activities in biodiversity hotspots

Figure 5 Current protected areas and scenarios for potential expansion
based on ecological criteria

M Current protected areas
B Expansion in 24% scenario
M Expansion in 30% scenario
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Sources: UNEP-WCMC, Kok et al. (2020)

Figure 6 Exposure of Dutch financial institutions to protected and valuable

areas, 2018-1V*
EUR billion
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Currently protected 24% scenario 30% scenario

[l Pension funds

W Banks Sources: FourTwentySeven, WDPA, UNEP-WCMC,
M Insurers Kok et al. (2020), DNB

* The shareholdings and major loans of Dutch financial institutions total
EUR 636 billion and data on business locations are available for
EUR 389 billion of this total.



Reputation risks: involvement in financing controversial activities

Mumber of cases and EUR billion
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EUR 74 EUR 4.7
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moderata Severg \ery Savera

* The holdings in shares and bonds, as wall as the major loans by Dutch Sources: ESG Controversies product ©2020
financial institutions total EUR 2,332 billion. Data on environmental MSCI ESGC Rasearch LLC.
DeNederIandscheBank controversies are available for EUR 700 billion of this total, rReproduced with permission, DMNE.
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Recommendations

* Financial institutions should identify physical,
transition and reputational risks resulting from
biodiversity loss

* Develop consistent and broadly applied standards
for measuring and reporting on biodiversity risks
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