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Sustainable finance 

Ensure stability and usability 

In May 2018, the EU Commission published four legislative proposals. The common goal of 

these extensive detailed regulations is to systematically integrate sustainability issues into 

the investment process. 

On 18 June 2019, the Technical Expert Group on Sustainable Finance (TEG) published its 

reports on taxonomy, green bonds and benchmarks. Although the taxonomy has not yet 

been finalised, the technical review criteria for 67 activities in eight sectors that contribute to 

reducing climate change has already been presented in the report on the EU taxonomy1 

along with case studies for investors preparing for the taxonomy. The TEG’s recommenda-

tions should help the EU Commission with the development of the delegated legal acts. 

The fpmi believes that a stable, sustainable finance and insurance sector in Europe is 

essential and unquestionable – as is a climate protection commitment from companies in 

the real economy and financial sector. National and Europe-wide initiatives must always be 

viewed in the context of international competition. Just as climate change is global, today's 

economy is also organised and interconnected on a global scale. As a result, the fpmi 

appeals to members of the European Parliament, representatives in the Directorates 

General of the EU Commission and members of national governments in the EU Council of 

Ministers not to go it alone and place an excessive burden on European companies and/or 

entire industry sectors in terms of worldwide competition. The fpmi also proposes the use of 

tried-and-tested economic and monetary policy instruments such as public lending by 

development banks in order to achieve Europe’s sustainability goals. These tools are 

proven and should be expanded. 

While the fpmi welcomes political efforts to create an even more sustainable finance 

industry, it notes that the sector is already mobilising private investment for sustainable 

purposes such as climate and environmental protection or providing financing for 

infrastructure projects.2 With regard to the specific draft legislation planned, the fpmi asks 

that the following principles be taken into account when discussing new regulations: 

1. Europe-wide fundamental principles and minimum standards with regard to 

environmentally sustainable economic activity and its standardised classifica-

tion system (“taxonomy”) should be developed in close cooperation with the real 

                                                
1
 TEG report on EU taxonomy, downloadable from https://ec.europa.eu/info/files/190618-sustainable-finance-

teg-report-taxonomy_en. 
2
 This is evident in the market for “green” bonds, which reached a total volume of USD 155 billion in 2017 

(Green Bond Highlights 2017, Climate Bonds Initiative, January 2018). The EU Commission calculated an 

annual funding gap of EUR 175-290 billion to reach the EU's 2030 targets, while the TEG report (Footnote 1) 

calculated an annual funding gap of EUR 90-628 billion – taking into account hypothetical regulatory measures, 

e.g. promoting renewable energy, increasing the building renovation rate and ecodesign standards. The larger 

the gap, the higher the proportion of loan financing required to close the gap compared to bond financing 

(approx. 75% loans with a EUR 90 billion gap, approx. 93% loans with a EUR 628 billion gap). 

https://www.fpmi.de/en/positions-studies/detail/sustainable-finance-en.html
https://ec.europa.eu/info/files/190618-sustainable-finance-teg-report-taxonomy_en
https://ec.europa.eu/info/files/190618-sustainable-finance-teg-report-taxonomy_en
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economy and financial sector. Otherwise, the international competitiveness of 

numerous sectors could be undermined over the long term. This means that every step 

towards an appropriate system must be carefully coordinated with the affected parties 

and tested in transitional and trial periods. An appropriate level of manageability should 

take priority when designing the taxonomy. 

2. Sustainability targets must not counteract stability goals in the financial sector. 

A one-sided preference for “green” investments and/or discrimination against “brown” 

investments could lead to flawed risk management incentives and misallocations on 

the capital markets and could therefore compromise financial stability.  

3. The Environmental, Social and Governance (ESG) Criteria used by the EU 

Commission must be considered together and as a whole. The EU Commission's 

current focus on environmental aspects should be expanded soon to include the other 

two criteria in order to ensure a general overview and accommodate the complexity of 

the economy. 

If these three principles are taken into account, the fpmi believes that this will lead to the 

following specific requirements that should comply with European legislation: 

1. Introducing a generally applicable “green supporting factor” is unsuitable for 

adequate risk assessment and management. As a result, flat discount rates for “sus-

tainable risk assets” to reduce the capital requirements for banks should not be provid-

ed in either the standard (KSA) or ratings-based (AIRB) approach. In the case of 

insurance companies, this kind of flat-rate relief would lead to non-risk-based allocation 

of capital. Individual risk must always remain the benchmark for capital requirements. 

The principle of proportionality must be maintained when designing new requirements 

for management and the disclosure of sustainability risks. The scope and level of detail 

of new regulations must correspond to the size and risk profile of small and medium-

sized credit institutions. These institutions should not be burdened by excessive 

bureaucracy. 

2. Client advisory services must not be overloaded with regulatory requirements. 

Obligating banks, insurance companies and financial advisers to enquire about sus-

tainability targets in client meetings is not recommended. Consultations must not be 

overburdened further with formal, substantive requirements; instead, they should be 

freed from bureaucracy. In fact, the focus should be on providing advice based on the 

client’s actual interests (e.g. public services). 

3. An undifferentiated expansion of the requirements for disclosing the climatic 

factors of non-financial corporations will lead to excessive bureaucracy. For the 

real economy and smaller companies in particular, the costs of this must not result in 

competitive disadvantages on an international level. National gold-plating, e.g. via the 

CSR Guidelines Implementation Act (CSR-Richtlinie-Umsetzungsgesetz), should be 

ruled out. Appropriate disclosure only makes sense if sustainability issues are essential 

to the commercial success of the company. Guaranteeing a generous timescale for 

implementing the disclosure obligation is extremely important for all companies. In light 

of this, the financial industry also relies on relevant information to meet future risk 

management requirements and enable it to support sustainable capital allocation. 

4. Existing remuneration rules for the variable salary components of senior 

management at banks and insurance companies take the issue of sustainability 

into account by incentivising positive long-term business development. For many 

companies, ESG criteria are already part of their long-term corporate strategy. Rather 
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than adding value, integrating ESG criteria into existing remuneration rules would water 

down remuneration policies and their risk relevance. 

5. The taxonomy should be designed in a lean and flexible way to ensure that small 

and medium-sized businesses in particular can use it without a great deal of bureau-

cracy; on the other hand, it must be clear enough to effectively prevent “greenwashing”. 

It must also take into account companies’ individual sustainability strategies and 

transformation paths as well as sustainability-based strategies along the value chain. 

6. This taxonomy, with quantified criteria for determining the sustainability of a 

company’s business activities and investments, is of such fundamental im-

portance that it must be defined by European lawmakers. Its development must not 

be left entirely to the EU Commission in ancillary legislation. 
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Implementing the Basel III finalisation 

Focus on Mittelstand financing required 

According to impact assessments carried out by Germany’s Bundesbank,3 the finalisation of 

Basel III creates an additional Tier 1 capital requirement for EU banks of 16.7% on average. 

For German banks, capital requirements will rise by an average of 23.7% as a result of 

Basel III. As a result, banks’ lending capacity will be limited and financing costs for 

customers will rise. The reliable supply of bank loans is a significant factor in the success of 

the medium-sized (Mittelstand) economy in Bavaria and Germany as a whole. Long-term 

lending provides companies with the planning security they need to invest and facilitates 

economic growth. 

It is now essential that European lawmakers take into account the features of the German 

and European market and take corrective measures when implementing the Basel III 

finalisation.  

The EU Commission announced that it would carry out a comprehensive impact study 

before implementing Basel III. In doing so, it is important to take all Basel III regulatory 

measures into account, including previous ones. In particular, there must be a focus on the 

effects on Mittelstand financing, as this must not be placed under additional pressure. 

As a result, the fpmi is calling for the following: 

1. The Basel III finalisation should only be implemented when this is also done by 

other national jurisdictions. 

2. Implementation of the Basel III provisions must not be overly ambitious, as this 

will ultimately have a negative impact on European SME financing. 

3. The proven and empirically sound SME factor must be permanently maintained 

in its current form. 

4. There should not be a hard granularity criterion of 0.2% of the retail portfolio. The 

previous legal situation should be maintained. 

5. An increased risk assessment for the German real estate market must be 

rejected. The conditions for real estate financing should not be allowed to deteriorate. 

6. The previous risk weighting for leasing companies should be maintained. 

7. The Basel output floor must be implemented accordingly within the scope 

offered in Europe. 

 

                                                
3
 According to the Bundesbank’s Basel III Monitoring Report dated 4 October 2018: Increase in capital 

requirements - globally: +3.6%; in the EU: +16.7%; in Germany: +23.7%. 

https://www.fpmi.de/en/positions-studies/detail/basel-iii-finalisation.html
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Banking union 

Risk reduction comes to the fore 

The European banking system has become more stable and crisis-resistant since the 

financial crisis. Establishing a banking union, i.e. establishing the Single Supervisory 

Mechanism (SSM) and the Single Resolution Mechanism (SRM), as well as developing an 

additional capital buffer by the banks have contributed significantly to this. Despite this 

progress, there are still considerable risks within the European banking system. EUR 786 

billion of non-performing loans continue to place a strain on the balance sheets of European 

banks.4 These problem loans are distributed extremely unevenly. Weak euro countries such 

as Italy and Greece are much more strongly affected than sound economies. Banks and 

governments also continue to be closely interwoven, jeopardising the stability of the 

financial system in the event of a crisis. 

Against this backdrop, the eurozone finance ministers acknowledged once again in June 

2019 that excessive risks must be reduced as a matter of priority before bank risks can be 

communitised in the form of a centralised European deposit insurance scheme (EDIS). The 

finance ministers are expected to consider the EDIS proposal that has been discussed 

since 2016 once again in December 2019. Until then, the Eurogroup wants to develop a 

schedule for opening political negotiations about a European deposit insurance scheme. 

The fpmi is calling for a consistent and sustainable reduction in risk. On the other hand, it 

rejects the communitisation of deposit protection in Europe. Given the uneven distribution of 

bad debt, EDIS would amount to a transfer system that passes on the costs of misguided 

economic and financial policy in individual member states to the European Community as a 

whole. This is not only true for the full insurance proposed, but also for the reinsurance 

model discussed. The Deposit Guarantee Schemes Directive (DGSD) adopted in 2014 

already guarantees a high level of protection for savers across Europe while at the same 

time taking account of the proven performance of national protection schemes. No further 

measures for regulating deposit guarantees are required. Instead of considering sharing 

liability risks in Europe, the focus must be on reducing excessive risks and preventing these 

risks from building up again. 

The following aspects must be taken into account in this debate: 

 Address problems at national level: As the excessive risks were largely created by 

political misjudgements and mistakes by individual national banks at an individual 

member state level, risks must also be reduced at a national level.  

 Reduce bad debt: The EU should set ambitious and specific goals to reduce the high 

volume of non-performing loans across the EU to a level comparable with other econom-

ic areas.  

                                                
4
 European Commission, Fourth Progress Report on the reduction of non-performing loans and further risk 

reduction in the Banking Union, 12 June 2019, Brussels [in German]: https://eur-lex.europa.eu/legal-

content/DE/TXT/PDF/?uri=CELEX:52019DC0278&from=EN.  

https://www.fpmi.de/en/positions-studies/detail/banking-union.html
https://eur-lex.europa.eu/legal-content/DE/TXT/PDF/?uri=CELEX:52019DC0278&from=EN
https://eur-lex.europa.eu/legal-content/DE/TXT/PDF/?uri=CELEX:52019DC0278&from=EN
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 Use banking supervision instruments decisively and purposefully: Banking 

supervision must promote the reduction of non-performing loans wherever excessive 

risks exist. 

 Increase creditor liability: Bank creditors must be consistently involved in financing 

restructuring and winding-up processes in order to prevent government bailouts or the 

communitisation of winding-up charges. 

 Improve insolvency law: Insolvency law in the eurozone countries must be harmonised 

without compromising on creditor protection. The efficiency of the judiciary must also be 

enhanced.  

 Stimulate growth: Eurozone countries must implement structural reforms in order to 

boost growth and prevent credit default risks.  

 Regulate public financing appropriately: Every penny of loans granted to European 

countries to date without underlying equity backing must now be hedged by equity 

capital depending on the level of risk. 
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