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Abstract

This paper presents a business case for a “green shift” in the skill set across the entire
spectrum of roles and functions of a bank, not because itis “morally right” but because it is
a Strategic necessity to protect the books and operations of a bank — its balance sheet,
income statement and cash flows. It repudiates the myth that green skills are required only
by sustainability/ ESG/Climate Risk teams, by exploring in detail the other roles and the
rationale of how these skills contribute to their performance, as well as the risks that the
lack of such knowledge exposes the bank to. This paper is intended for all the stakeholders
of the banking industry, both external and internal to the bank. Internal stakeholders in a
bank include executives, balance sheet management and treasury officials, finance teams,
relationship managers, product leads, quantitative analysts, compliance officers, in
addition to sustainability teams and risk managers.

Introduction: A here and now imperative

The urgency of addressing climate related financial risks cannot be over emphasized. The
discussion here is not about the risk drivers, physical, transition or liability risks of climate
change. Those are a given. The theme here is that acquiring “green skills” is no longer an
option for banks from a core business need of sustaining and growing their books. Itis a
critical imperative for protecting their balance sheets, enhancing profitability, and
unlocking new business opportunities.

The popular perception is that green understanding is required by the sustainability and
risk teams dealing with climate change risks, while it is essential across all the functions of
the bank. What follows is a detailed look at some representative functions/ roles on why
these skills are required and how lack of it or in contrast having it impacts banking
business.

The financial sector is recognizing the potential for material impacts on assets, liabilities,
and overall profitability due to unmanaged or undermanaged climate risk, which is
fundamentally altering the paradigm of banking strategy, its business model as well as its
operating model.
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The urgency is driven by several factors including the direct impact of geometric

proportions of the three main risk drivers of climate change — physical, transition and

liability risks on banking business:

The reality of physical risks — extreme weather event happening all around us right now,
impacting asset values.

The flux in policy pronouncement, changing technology footprint, vocal investor, and
customer preferences, all multiplying the transition risks

Growing power of social media and environment friendly social activism increasing
climate liability/litigation risks.

The financial services industry is facing considerable pressure to adapt to the accelerating
impacts of climate change. There are multiple data points from different studies and

analysis. For example:

a study that found that approximately $11 trillion of global real assets are exposed to
significant climate risk (MSCI 2023 study);

the Bank of England’s Climate Stress Test (2021) noted that 10% of UK bank assets
were exposed to material climate-related risks;

up to one-third of euro area banks’ credit exposures are linked to sectors with high
physical risk;

emerging markets are projected to face damages ranging from $290 billion to $580
billion by 2030, rising to $1-1.8 trillion by 2050, directly impacting the solvency of local
banking sectors.

While there could be some debate about the numbers, there is no argument about the fact

that climate change risk has transformed into core financial risk and the proof is evidentin

banks’ businesses and books.

The urgency and breadth of the “Green Shift,” the need for immediate acquisition of green

skills, a robust understanding of Climate-Related Financial Risks (CRFR), and their
effective management across all functions within banks cannot be over-emphasized. The

question, therefore, is not whether proactive or preventive measures need to be taken but

the immediacy and resolve of action in creating an organizational ecosystem that

understands both the risks and the opportunities presented by climate change. Upskilling

and training different functionaries of the bank that are equipped to mitigate the risks and

harvest the opportunities.
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https://www.ecb.europa.eu/pub/pdf/other/ecb.climateriskfinancialstability202107~87822fae81.en.pdf
https://us.boell.org/en/unpacking-finance-loss-and-damage#:~:text=By%202050%20the%20economic%20cost%20of%20loss,be%20between%20USD%201%20to%201.8%20trillion.
https://us.boell.org/en/unpacking-finance-loss-and-damage#:~:text=By%202050%20the%20economic%20cost%20of%20loss,be%20between%20USD%201%20to%201.8%20trillion.

Climate Related Financial Risks (CRFR): a cross functional perspective -

The risks and their potential impact on the balance sheet and income statement of the
bank are not confined to a single department. Captured below is an illustrative list of key
“non-green “functions of the bank and how CRFR manifests therein.

Chief Sustainability Officers and their teams covering regulatory compliance, reporting,
and disclosures as well as Chief Risk Officers and the teams that work on climate related
risks, credit risk, market risk, operational risk functions are not covered herein as they are
understood as “green jobs.” Chief Executive Officer and their support teams are not
covered as well since they are the overarching umbrella across all functions.

The teams covered are for illustration purposes and not an exhaustive list. | have used the
treasury team with its three major sub-teams/ functions as an example to bring fore the
fact that each of the functions can be drilled down to the next level and a similar template
applied to realize how pervasive the requirement is.

Some functions, which could, in a small or medium sized bank, be treated as one is a
possibility — for example treasury and balance sheet management functions could be
under one head, or relationship managers working for the line of business heads. The idea
of treating them separately here is to highlight how those activities and the business
outcomes are affected.

Balance
Sheet

Management
team

Product/
Services
Managers

Note - Functions other
than CEO,CSO and,
CRO Teams related

Quants/Data
Scientists

Figure 1: Teams covered in this analysis
Source: Author

Treasury
Team

Commercial
Bank - Teams
(Broad stroke)

Finance

Team

’Relationship ‘

Managers/
Investment
advisors
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The structure adopted is to present the essentials in a fundamentally relatable construct,
to enable appreciation of how there is a direct effect on these businesses. The construct
starts with the group/ department, their broad areas of operations and responsibilities to
set the context. It then explores the risks the lack of the CCR (Climate Change Risks) skills
exposes the bank to, a brief overview of the skills required, the value add and finally the
potential impact on the balance sheet and income statement of the bank, both positive
and negative.

Department/
Function

Broad Areas of
Operations

Impact on Balance
Sheet & Income
Statement

Risks if lacking Overview of green Value Add — with
green skills skills required green skills

Figure 2: The structure of the presentation

4|Page



Treasury Team

Global Funding & Liquidity

Interest Rate Risk
Management

Foreign Exchange (FX) Risk
Management

Broad Area of
Operations &
Responsibility

Managing global cash flows,
currency exposures, and funding
sources.

Managing interest rate exposure
across the bank's balance sheet.

Managing currency exposures
globally.

Risks if lacking
in Green skills

Increased exposure to climate-
related financial risks (e.g.,
stranded assets, sovereign debt
defaults due to climate change
impacts). — Inability to accurately
assess the impact of climate-
related events on funding costs. —
Missed opportunities for green
financing.

Misinterpretation of shifting
interest rate dynamics
influenced by climate policies
(e.g., green premium, policy rate
adjustments). — Inadequate
stress testing that doesn’t
account for climate-driven
economic disruptions. — Failure
to optimize funding strategies in
a low-carbon transition.

Misassessment of currency
fluctuations driven by climate-
related economic shifts (e.g.,
shifts in demand for
commodities, impacts on trade
flows). — Increased vulnerability
to currency risk in transitioning
economies.

higher capital requirements due
to increased risk weighting.

Potential impact on net interest
margin.

High level Climate risk modelling and Integration of climate scenarios | Climate-adjusted FX modelling
Green skills |scenario analysis — Understanding|into interest rate modelling — — Analysis of the impact of
required of transition risk — Green bond Understanding of policy-driven |climate policies on exchange
frameworks & standards — interest rate changes — Analysis |rates — Understanding of the
Carbon footprinting of funding  |of the impact of carbon pricing |[relationship between climate
activities. mechanisms on borrowing costs. [risk and currency movements.
Value Add (If | Improved risk-adjusted returns |More accurate forecasting of Improved forecasting of
manned by by incorporating climate risk into |interest rate movements — currency movements —
personnel with [investment decisions. — Enhanced |Reduced costs through informed [Enhanced risk mitigation
green skills) access to green financing markets |decisions — Better alignment strategies — Support for
(lower costs, wider investor with sustainable finance goals. [sustainable trade finance
base). — Better management of activities.
liquidity risk through climate-
informed stress tests.
Potential Potential for asset write-downs (if | Potential for lower hedging Potential for increased volatility
Impact on significant exposure to vulnerable |costs (if informed decisions are |in FX earnings (if not properly
Balance Sheet |sectors). — Increased hedging made). — Increased volatility in  |accounted for). — Reduced
and Income costs (if not accounting for interest rate earnings (if not operational risk through better
Statement transition risk). — Potential for properly accounted for). — understanding of global

economic trends.

Table 1: Treasury teams depicted under their three main sub functions.
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CFO and their Team (Finance Function)

Broad Area of
Operations &
Responsibility

Budgeting, Forecasting, Tracking profitability,
Ultimate custodian of both financial and regulatory
reporting

Risks if lacking in
Green skills

Inaccurate/ misleading reporting, Potential for regulatory
strictures. Fines, Reputational Risks

High level Green
skills required

Carbon accounting,

Appreciation of climate related Scenarios and Stress Testing
Understanding of Reporting and disclosures requirements
(TCFD, IFRS/ ISSB)

Value Add (If
manned by
personnel with
green skills)

Reporting accuracy, positive alignment with regulatory
expectation and regulators, Enhanced investor relations

Potential Impact on
Balance Sheet and
Income Statement

Lower Cost of Capital, avoidance/ reduction of regulatory
penalties/ strictures, improved Asset valuation

Table 2: Finance Teams

Quants (Modellers)/ Data Scientists

Broad Area of
Operations &
Responsibility

Modeling, Scenario Analysts, Stress Testing and Risk
Analytics

Risks if lacking in
Green skills

Inaccurate risk assessments - Misaligned capital allocation -
Increased capital requirements — Potential for model failure

High level Green
skills required

Climate Risk Modeling — Developing and applying models
for climate-related financial risks (physical, transition,
liability) - Stress Testing - Scenario Analysis — Building and
validating climate-specific stress test scenarios. -
Incorporating Climate Data into Valuation Models

Value Add (If
manned by
personnel with
green skills)

More accurate risk assessment - Improved pricing of risk -
Better capital allocation - Enhanced model validation &
governance

Potential Impact on
Balance Sheet and
Income Statement

Optimized capital allocation - Improved pricing of risk -
Reduced capital requirements - Stronger risk management
framework

Table 3: Quantitative research and analytics group
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Relationship Managers, Investment advisors

Broad Area of
Operations &
Responsibility

Client Portfolio management, Investment recommendations

Risks if lacking in
Green skills

Underperformance of portfolios - Client attrition - Increased
risk of stranded assets

High level Green
skills required

Climate Risk Analysis of Assets. Climate risk integration into
investment recommendations, due diligence, Impact
investing analysis, Client Education on ESG

Value Add (If
manned by
personnel with
green skills)

Expanded client base (Environment conscious investors) -
Higher asset allocation returns (long-term) - Meeting client
sustainability goals - Increased asset under management
(AUM)

Identifying investments with strong climate resilience &
transition potential, Client education on climate risks

Potential Impact on
Balance Sheet and
Income Statement

Improved portfolio performance - Lower portfolio volatility -
Stronger investor relations - Better risk-adjusted returns

Table 4: Investment advisors and relationship managers

Product Managers

Broad Area of
Operations &
Responsibility

Develop & Launch New Financial Products and services

Risks if lacking in
Green skills

Poorly designed green products - Failure to capitalize on
market opportunities - Reputational damage

High level Green
skills required

Understanding Client Needs & Market Trends. Identifying &
Designing Green Financial Products (Green Loans,
Sustainable Bonds, etc.) - Understanding Client ESG Needs -
Integrating ESG KPIs into Product Development

Value Add (If
manned by
personnel with
green skills)

New revenue streams - Increased market share - Stronger
brand reputation - Meeting client sustainability goals
Identifying unmet market demand for climate-focused
products, Developing innovative green financial solutions

Potential Impact on
Balance Sheet and
Income Statement

Increased revenue streams (Both Interest and Fee income),
Improved asset quality (green loans) - Stronger brand
reputation

Table 5: Product managers
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Front Office (Sales & Business Development)

Broad Area of
Operations &
Responsibility

Originate business deposits & Manage Loans (Corporate,
SME)

Risks if lacking in
Green skills

Loss of clients to sustainability -focused competitors -
Reputational damage - Difficulty securing new business or
sourci

High level Green
skills required

Client's need and priorities assessment. Understanding and
Effectively communicating ESG initiatives of the bank, 1st
level assessment of the client's potential climate related
financial risk

Value Add (If
manned by
personnel with
green skills)

New market opportunities (green loans, sustainable
investments) - Increased client loyalty - Competitive
advantage - Ability to tailor offerings to growing demand

Potential Impact on
Balance Sheet and
Income Statement

Increased revenue streams - Improved asset quality (green
loans) - Stronger brand reputation

Table 6: Line of business and front office teams

Balance Sheet Management Team

Broad Area of
Operations &
Responsibility

Optimize Bank's financial structure by balancing assets and
liabilities to optimize profitability while controlling risks

Risks if lacking in
Green skills

Misleading asset valuation - Increased exposure to stranded
assets - Higher capital requirements

High level Green
skills required

Climate Risk Assessment of Assets — Valuation of assets
exposed to climate risk (e.g., real estate, infrastructure) -
Transition Risk Analysis - Carbon Footprinting of the Bank's
Portfolio

Value Add (If
manned by
personnel with
green skills)

Accurate asset valuation - Reduced exposure to stranded
assets - Improved capital planning - Enhanced strategic
decision-making

Potential Impact on
Balance Sheet and
Income Statement

Optimized capital allocation - Reduced exposure to
stranded assets - Improved asset valuation - Lower capital
requirements

Table 7: Balance Sheet Management (BSM) team
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Conclusion

A “green enabled” balance sheet is a strategic opportunity for a bank. Integrating green

skills is not just about risk management; it is also about unlocking new business

opportunities. Banks can:

= Investin Green Assets: Financing renewable energy projects, sustainable

infrastructure, and green buildings generate revenue (Both interest and fee-based

revenue) and enhances reputation.

= Develop Green Financial Products: Green bonds, sustainability-linked loans, and

impact investments cater to growing demand for sustainable finance.

= Improve Portfolio Performance: ESG integration can lead to better risk-adjusted

returns over the long term.

= ProtectIncome and cash flow

The Balance Sheet
Effect

Potential impact of

Balance Sheet
impact
Stranded Assets Trap

Asset and collateral
devaluation

lack of “Green Skills“
across the traditional
“Non- Green Jobs”

Deposits run off
Capital Freeze
Potential rating
downgrades”:

Hike in capital and
refinancing costs

Figure 3: The Balance Sheetimpact
Source: Author

Income and
Profitability impact
Liquidity and Income
Squeeze

Funding
unpredictability

Credit line
“drawdowns

Pricing errors

The Regulatory tight
rope walk

Operational
Inefficiencies

Wasted Resources
Missed Innovation
Opportunities

Additional regulatory
scrutiny

A

Strategic
Deficiencies

Limited Growth
Potential

Lack of Competitive
Advantage

Reputational Damage

Talent Gap
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Call to action

The financial services industry stands at a pivotal juncture. Climate change is not just an
environmental issue; it is a systemic financial risk. Banks are inherently exposed to CRFR
through their lending portfolios, investment strategies, and operational activities. Ignoring
this risk is no longer an option. Regulators are responding with increased scrutiny, and
investors are demanding greater transparency and accountability. The Green Shiftis not a
trend; it is a fundamental transformation of the banking landscape. The alternative is too
heavy on the risks side — both financial and reputational, nay, the potential survivalin their
current form. By orchestrating a learning ecosystem and embracing green skills across
department/ functions and roles as a core strategic priority, banks can:

= Strengthen Balance Sheets: By proactively managing climate risk and investing in
sustainable assets.

= Increase predictability of cash flows avoiding rude surprises and unmanageable
situations

= Protect Capital

= Enhance Income and Profitability: Through new revenue streams and improved
portfolio performance.

= Regulatory alighment - Navigating the complex landscape of environmental
regulations.

= Build Trust & Reputation: Demonstrating a commitment to a sustainable future.

This requires a concerted effort across the entire organization, underpinned by robust data,
sophisticated models, and a commitment to continuous learning. The time to act is now.
Demand for professionals with expertise in climate change risk management is surging not
justin the identified “green jobs” but more in the so called “Non green jobs,” creating a
competitive disadvantage for banks lagging.

The final balance sheet - Green Shift - represents a profound transformation of the
financial services industry. Banks that proactively embrace this shift — by investing in green
skills, rigorously assessing climate risks, and integrating sustainability into their core
operations — will not only mitigate risks but also unlock significant opportunities. Those that
fail to adapt will face increasing regulatory pressure, reputational damage, and ultimately, a
loss of competitive advantage. The future of banking is undeniably green.
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