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FOREWORD

The year 2025 marks the tenth anniversary of the
Paris Climate Agreement. The latest UN data indicate
though that halfway through the current decade, which
is a critical one for tackling climate change, global
greenhouse gas emissions are accumulating faster
than at any time in human history. Extreme climate
events and the increasing intensity of natural disasters
are unmistakably visible phenomena of our times, but
global efforts to limit climate change are off track.

Last year was an unprecedented year for elections,
which were held in nations covering nearly half of the
global population, with the results set to have worldwide
economic and regulatory implications. Significant
electoral shifts have also signalled policy pivots
away from earlier climate-related objectives in some
nations, even though the energy transition is already
underway and the growth in energy related emissions is
consequently slowing.

The US administration’s withdrawal from the Paris Climate Agreement and any similar commitment
made under the UN Framework Convention on Climate Change signals a shift towards prioritising
production of fossil fuels. The EU has in response confirmed that it will stay the course, with the legally
binding European Climate Law aiming to achieve climate neutrality by 2050 and an economy with net
zero greenhouse gas emissions.

The divergence of such opposing paths in climate policy in these major economic areas causes
uncertainty, adding yet another layer of potential risks for investors, particularly those that have set
strategic climate neutrality targets for their investment portfolios. It equally makes awareness of the
plethora of climate-related risks that our own investment portfolio faces all the more critical if well-
informed decisions are to be made about capital allocation, maintaining the investment integrity of the
portfolio, and ultimately safeguarding the balance sheet of Eesti Pank.

The Network for Greening the Financial System, the group of central banks and supervisors that currently
has 143 members, remains resolved and committed to providing science-based and practical insights
into navigating climate-related financial risks within the mandate of central banks. Transparency about
accountability and oversight by central banks will enhance public confidence that the economic and
financial consequences of climate change and the transition to a net zero economy are being adequately
assessed and addressed.

Together with the European Central Bank and other central banks in the Eurosystem, Eesti Pank is
determined to provide meaningful insight about fulfilling the commitment to doing our part where
possible to ensure the transition to a more climate and environment-friendly economy.

Ulo Kaasik
Deputy Governor of Eesti Pank


https://gceurope.org/wp-content/uploads/2024/11/European-Climate-Law-toward-carbon-neutrality.pdf
https://www.ngfs.net/en
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INTRODUCTION

This is our second stand-alone publication of the bank’s climate-related financial disclosures under the
voluntary framework recommended by the Task Force on Climate-Related Financial Disclosures (TCFD)
and its supplemental guidance for asset owners. The report is also aligned with the common framework
for minimum climate-related disclosures for the central banks of the Eurosystem in terms of its scope
and metrics. This disclosure covers the non-monetary policy investment portfolio of Eesti Pank, while
the European Central Bank is publishing a collaborative report that covers the Eurosystem’s combined
assets that are held for monetary policy purposes.

The implementation of climate-related sustainability considerations in the Eesti Pank investment
portfolio is largely shaped by the core feature of the portfolio, which is that the majority of it is invested
in sovereign bonds because of their central role in the central bank’s balance sheet. The absence of
established methodologies for applying climate metrics to make meaningful decisions that are useful for
investment within this asset class means that including climate-related considerations for sovereign debt
instruments remains a challenge in our portfolio.

Since climate considerations were introduced into our investment management framework in 2021,
the greatest progress has been seen in the significant reduction in the carbon intensity of our portfolio
holdings in the asset class of listed equities. The scenario alignment analysis performed by Institutional
Shareholder Services (ISS)!, an independent climate data provider, indicates that as at the end of 2024,
the equity portfolio of Eesti Pank was aligned with a scenario where global warming may be limited to
approximately 1.5°C above pre-industrial levels by 2050.

The impact investment approach that we apply for our portfolio through investment in green bonds
within the asset class of supranational institutions, sub-sovereigns and agencies does not have any
immediate decarbonising effects, but rather indicates our contribution to funding projects that deliver
longer-term environmental benefits and thereby a more sustainable economy.

Together with the European Central Bank and the other central banks of the Eurosystem, we aim to
enhance the climate-related financial disclosure framework further by adding relevant metrics, improving
consistency, and increasing alignment where feasible with the EU’s Corporate Sustainability Reporting
Directive (CSRD).

The report is structured as follows: the first section describes Eesti Pank’s current governance
set-up around reserve management in general, and how considerations of climate-related risks and
opportunities are integrated into the bank’s investment policy; the second section outlines the strategic
approach taken to reach the long-term target of a net-zero emissions portfolio; the third section covers
issues related to risk management; and the last section covers the most material portfolio climate
metrics and target setting for them.

GOVERNANCE

Eesti Pank as the central bank has a supporting role in facilitating the climate policies of the government
of Estonia. Our main contribution lies in understanding and assessing the macroeconomic risks of
such policies while ensuring the continued stability of the financial system and reducing the carbon
footprint of all of the bank’s own activities. Climate objectives have been part of the Eesti Pank strategy
since 2021, and they steer the management of the bank’s investment portfolio by gradually aligning its
investments with the long-term objective of climate neutrality in support of the Paris Agreement.

The pursuit of sustainability objectives within our investment management framework may go beyond
the goal of earning financial returns, but the underlying premise is that the investment integrity of the
portfolio must be maintained and a stable investment return must be ensured over the medium to long

1 The independent climate data providers Institutional Shareholder Services (ISS) and Carbon4Finance were selected under the
Eurosystem’s common procurement process in 2022


https://www.fsb-tcfd.org/
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term. Climate-related sustainability objectives and the long-term target of net zero emissions by 2050
apply to Eesti Pank’s non-monetary policy investment portfolio, which is used to earn sufficient income
to cover the operating costs of the bank, increase its capital, and so preserve its financial independence.

It is the Executive Board of Eesti Pank that approves the overall investment management policy, which
includes taking decisions on investment objectives, risk tolerance, investment horizons, and strategic
asset allocation. The Board also decides how considerations of climate-related sustainable investment
principles are integrated into the management framework for the investment portfolio. Figure 1 depicts
the governance structure for the investment processes at Eesti Pank and the asset allocation of the
non-monetary policy investment portfolio by asset class as at the end of 2024.

Figure 1. Governance of the Eesti Pank reserve management and the structure
of the non-monetary policy investment portfolio
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Source: Eesti Pank

An investment committee, whose members are appointed by the Governor of Eesti Pank and which
is led by a Deputy Governor, meets at least once a quarter and reviews the strategic allocation of
assets at least once a year. The investment division of portfolio managers has direct responsibility for
day-to-day active investment decisions, provides input to the investment committee about strategic
and tactical asset allocation, and plays an integral role in setting investment policy. A separate advisory
role has been created to help identify best practices and current trends in climate-related sustainable
investment strategies, and to engage with financial markets and indexing experts for benchmarking. The
risk management division is responsible for providing input on risk tolerance to the investment policy
framework, monitoring the compliance of the portfolio with risk limits, and providing regular reporting
on risks and returns.

STRATEGY

The decarbonisation strategy of the Eesti Pank investment portfolio is executed in steps that vary across
different asset classes.

The alignment of the sovereign bond investments in our portfolio with net zero depends on public
expenditure and the policies that the bond issuing governments finance, and on the alignment of the
economy at the macro level. Our sovereign bond portfolio, which currently contains the government
debt of a select group of advanced economies, will consequently decarbonise as the issuers deliver on
their commitments to reduce greenhouse gas emissions (GHG) in their economies.

While GHG emissions have historically been strongly correlated with economic growth, there has been
a noticeable decoupling since the turn of the millennium, with the divergence between GDP growth
and emissions growing. The trajectory of consumption-based GHG emissions from the countries in
our portfolio shown in Figure 2 implies that this divergence is not merely an effect of the offshoring of
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manufacturing, but also reflects the steady improvements in the energy intensity of economic growth.
However, this trend has slowed in the countries in our sovereign bond portfolio and so it is currently not
aligned with the required path for achieving the goals of the Paris Climate Agreement.

Figure 2. Cumulative change in the GDP and GHG emissions (2000-2022)
of the countries in the Eesti Pank investment portfolio
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Production-based GHG emissions are total annual emissions excluding land-use-change; consumption-based CO, emissions are
production-based emissions adjusted for trade; and GDP is expressed in current international dollars, converted by the purchasing power
parity conversion factor to account for differences in living costs between countries.

Sources: World Bank, C4F, Eesti Pank calculations

Within the asset class of listed equities, our portfolio covers the investment universe of large and
mid-cap enterprises in the developed markets of the MSCI World Index. Our goal is to achieve a portfolio
that follows an aggregate decarbonisation trajectory? without negatively impacting the risk-adjusted
investment return, and ensuring that the total exposure to sectors with a large climate impact should be
no less than the exposure of the underlying investable universe. We also endeavour when addressing
both the reduction in carbon emissions and the green transition to maintain a certain exposure to the
energy and utilities sectors, which are currently still carbon intensive, since their efforts at sustainability
have a critical role to play in facilitating the dynamic of all the other sectors of the economy towards net
zero.

This strategy is implemented practically through investment in financial instruments (exchange-traded
funds or ETFs) that are guided by the technical requirements laid out for the EU Climate Transition and
EU Paris-aligned Benchmarks as defined in the EU Benchmark Regulation and the EU_ Commission
Delegated Regulation. The underlying indexes of the instruments that are currently in our equity portfolio
are designed to minimise exposure to transition and physical climate risks while targeting alignment with
the Paris Agreement requirements.

For a decarbonised economy in the future, transitioning the total energy supply, and particularly
the electricity generation mix, from fossil fuels to renewable sources is of key importance. Utilities
companies that produce power from fossil fuels and have no plan for substitutes are exposed to a
variety of transition risks. These include carbon prices and other types of policy restrictions, and the
increasing availability of alternative energy sources and their decreasing cost, together with shifts in
the preferences of consumers and investors, and increasing legal and reputational risks as awareness
grows within societies of climate change and the role of the energy sector in it. Figure 3 compares the
underlying electricity generation mix of the current Eesti Pank equity portfolio investments with the mix
that would be compatible with the IEA Sustainable Development Scenario (SDS) in 2030 and 2050.

Within the asset class of supranationals, sub-sovereigns and agencies we apply an impact-
investing approach by participating in a thematic green bond investment fund for central banks and
official institutions that was established and is managed by the Bank of International Settlements (BIS).

2 A measurable, science-based and time-bound trajectory towards alignment with the objectives of the Paris Agreement by
reducing Scope 1, 2 and 3 carbon emissions as referred to in point (1)(e) of Annex Il in the ESMA Benchmarks Regulation



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02016R1011-20240109
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R1818&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R1818&from=EN
https://ieefa.org/wp-content/uploads/2018/11/IEEFA_Reviewing-global-energy-scenarios-_13-Nov-2018.pdf
https://www.esma.europa.eu/publications-and-data/interactive-single-rulebook/benchmarks-regulation/annex-iii
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Figure 3. Electrici%generation mix in the Eesti Pank listed equity portfolio
as at the end of 2024, and the SDS targets
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Source: ISS STOXX, 2025

As depicted in Figure 4, the fund invests primarily in renewable energy production, energy efficiency
and other environmentally-aware projects. The underlying securities are aligned with the Green Bond

Principles of the International Capital Markets Association or the Climate Bond Standard.

Figure 4. Green bond fund allocation by impact category as at the end of 2024
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Source: Data from the Bank of International Settlements

RISK MANAGEMENT

The investment management policy of Eesti Pank regards climate-related risk as a factor that amplifies
existing financial risk categories like credit risk and market risk. We assess the creditworthiness of
issuers using the credit ratings issued by major international rating agencies. Although climate-related
risks could become highly significant drivers of credit, a credit rating now mainly indicates that the issuer
is able to absorb climate-related shocks or take measures to mitigate them in the short run.

Climate risk is not only the various physical or material risks that arise from the effects of climate change,
but also the risks from transitioning the economy into a carbon-neutral and environmentally sustainable
one. The long list of risks to be considered includes the absence of climate policies or the timing risk
of them, the risks from technological breakthroughs, the stigmatisation of certain industries, stranded
assets, changes in the business models of companies and in consumer preferences, litigation risk from
collateral damage, and systemic risk from asset pricing that ignores global warming.


https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-handbooks/green-bond-principles-gbp/
https://www.climatebonds.net/standard/the-standard
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Financial institutions are increasingly using a variety of metrics and datasets in assessing the risk
exposure of their investments to climate change and the transition towards net-zero greenhouse gas
emissions. Eesti Pank applies the risk assessment methodology that is currently most common by
using carbon intensity metrics as proxies for the transition risks that our investment portfolio is exposed
to. These metrics do not quantify the risk but merely indicate the relative exposure to carbon-intensive
companies or economies as a whole.

It is not their current and historical GHG emissions that determine the transition capacity of the underlying
emitters, but rather the outlook for how they will adapt their business models and reduce their emissions
in the years ahead. Eesti Pank is therefore looking to introduce forward-looking climate metrics into our
asset allocation and risk management frameworks.

Scenario analysis will allow quantification of the impacts of climate risks on the investment portfolios
across a range of plausible transition and physical risk scenarios. We will endeavour to apply a set
of reference scenarios developed by the NGFS, which are being brought up to date with the latest
economic and climate data and reflect the country-level commitments to reaching net zero emissions.

METRICS AND TARGETS
METRICS

The climate metrics in the report are based on the Eurosystem’s common primary dataset and
a harmonised approach to the disclosure of metrics. The full set of the key carbon metrics of our
non-monetary policy investment portfolio can be found in Annex 1. The calculation of the metrics follows
the recommendations of the Partnership for Carbon Accounting Financials (PCAF), a global financial
industry-led initiative to standardise how the emissions financed by investors are measured. Detailed
information on the calculation of metrics and on emissions allocation methods, normalisation and
attribution factors can be found in Annex 2.

Climate-related metrics are calculated separately for sovereign issuers and non-sovereign ones because
their emissions scopes overlap and different methods are used for attributing underlying emissions to
investments. Sovereign metrics are calculated using emissions from both production and consumption,
and are additionally split between emissions that include Land Use, Land-Use-Change and Forestry
(LULUCF) and those that exclude it. The reference years for portfolio holdings, emissions and financial
data do not match for the most recent reporting periods, and they are adjusted accordingly once the
latest emissions data become available.

Eesti Pank has set the year 2021 as the baseline for setting decarbonisation targets where applicable,
in order to align where possible with the trajectory that must be followed to achieve net zero by 2050.
Any meaningful trends in the dynamics of the portfolio’s absolute carbon emissions and the intensities
of those emissions will become evident once the timeline has built sufficiently. The latest underlying
emissions data available for the current disclosure report are from 2023 for the corporate issuers in the
portfolio and from 2022 for the sovereign issuers.

The dominant share of our investment portfolio is in sovereign bonds, but in the absence of a targeted
decarbonisation strategy for this asset class, the climate metrics for it merely reflect the arbitrary dynamics
of the GDP of the countries in our portfolio, and their underlying production-based and consumption-
based GHG emissions. Since we first started reporting the climate metrics of our investments in 2021,
the weighted average carbon intensity (WACI) of the sovereign bond portfolio has decreased primarily
because of the growth effect in the PPP-adjusted GDP of the sovereign issuers rather than because of
reductions in emissions.


https://carbonaccountingfinancials.com/
https://unfccc.int/topics/land-use/workstreams/land-use--land-use-change-and-forestry-lulucf
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Nevertheless, a notable rise in the deployment of clean energy has contributed to the divergence
between the GDP growth and the GHG emissions in the economies in our sovereign bond portfolio.
Since 2015, when the Paris Climate Agreement was signed, the share of renewables in the total energy
supply of the countries in our portfolio has increased at an average annual rate of 3%, while the share of
renewables in electricity generation has increased at double that rate, gaining 6% annually. The overall
reduction in the share of coal since 2015 has been 44% in the total energy mix and 48% in the electricity
generation mix of the countries issuing the sovereign bonds in our portfolio. At the same time, the share
of renewables in the total energy supply has increased by 25% and it has increased by 45% in the
electricity generation mix.

Figure 5. The change in the energy supply and the electricity generation mix of the countries issuing
the sovereign bonds in our investment portfolio since the Paris Agreement in 2015
[ Electricity generation Il Total energy supply
Renewables
Nuclear
Gas
Oil
Coal
-60% -40% -20% 0% 20% 40% 60%
Sources: |EA data, Eesti Pank calculations

The total weighted average energy supply and electricity generation mix by source of in our sovereign
bond portfolio as at the end of 2024 is depicted in Figure 6. This includes all the energy produced in or
imported into our portfolio countries, minus that which is exported or stored. It thereby represents all the
energy that is required to supply end users in those countries, with some of the energy sources used
directly while most are transformed into fuels or electricity for final consumption.

Figure 6. The weighted average energy supply and electricite/ %eneration mix of the sovereign bond
issuing countries in our investment portfolio as at the end of 2023
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Sources: |[EA data, Eesti Pank calculations
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Since 2022, 100% of the supranational and agency bond asset class in our portfolio has consisted
of green bond investments made through the Bank of International Settlements green bond investment
fund for central banks. The dynamics in the climate metrics of this portfolio since 2021 have been
affected most by the addition of new issuers and by the data distortion effect that arises from the
inconsistency and variability in the underlying emissions data coverage of the issuers. The climate data
coverage for the issuers in this asset class in our portfolio is currently 64%, whereas the coverage in our
equity portfolio is almost 100%.

The total green bond share of all of our fixed-income portfolios as at the end of 2024 was 24%.

Adopting a combination of the EU Climate Transition and Paris-aligned Benchmarks has significantly
reduced the scope 1&2° greenhouse gas emissions in our portfolio since 2021. The weighted
average carbon intensity (WACI) metric indicates the level of carbon emissions that our portfolio
generates for each unit of revenue from the underlying companies in the portfolio. The decrease of over
50% in this metric for scope 1&2 emissions since 2021 has been achieved by reducing the portfolio
weight of companies assessed as high carbon emitters while maintaining some exposure to emissive
industries that engage in decarbonising activities. In interpreting the dynamic of this metric it is important
to take account not only of the effect of absolute emissions, but also of the change in the revenues of
the underlying companies.

Figure 7. Weighted average carbon intensity of the equity portfolio (t CO,e/€min revenue)
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Sources: ISS STOXX, Eesti Pank calculations; 2023 GHG emissions data are applied to 2024 portfolio holdings

TARGETS

The potential for setting intermediate quantitative targets for reducing the emissions funded by the Eesti
Pank investment portfolio varies depending on the asset class and on our investment style of index
investing or active or passive investing, or some other form, and also varies with the expectation that the
underlying issuers will follow through on their climate pledges.

We currently refrain from setting intermediate decarbonisation targets for investments in the asset class
of sovereign bonds. Our target is to maintain the share of green bonds at 100% in the asset class of
supranational institutions and agencies in our portfolio. The weighted average carbon intensity of our
equity portfolio will decline by a targeted minimum rate of 7% a year in line with the minimum standards
aid out in the delegated acts of the EU Climate Transition and the Paris-aligned benchmarks.

3 Scope 1 GHG emissions are direct emissions from owned or controlled sources; scope 2 emissions are indirect emissions
from the generation of energy purchased.

* 10
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ANNEX 1

Climate-related metrics of the Eesti Pank investment portfolio 2021-2024

Sovereign issuers

Non-Sovereign issuers

Portfolio market value (eur min)

2024 1,318 694 359 155 180
2023 1,348 682 268 237 177
2022 1,137 454 170 179 105
2021 1,066 445 171 172 102
WACI (t CO,)*
2024 239 223 16 scope 1&2 24 8 45
scope 1+2+3 1,030 1,137 860
data coverage 100% 100% 100% 75% 64% 98%
2023 250 230 17 scope 1&2 36 7 54
scope 1+2+3 1,044 1,253 877
data coverage 100% 100% 100% 85% 71% 97%
2022 256 235 17 scope 1&2 4 4 66
scope 1+2+3 1,033 1,143 960
data coverage 100% 100% 100% 82% 60% 100%
2021 327 299 17 scope 1&2 79 4 154
scope 1+2+3 707 333 1,080
data coverage 100% 100% 100% 100% 100% 100%
Total carbon emissions (t CO,e)
2024 | 296,620 276,487 305,800 | scope 1&2 2,199 636 1,563
scope 1+2+3 52,612 17,563 35,049
data coverage 100% 100% 100% 75% 64% 98%
2023 | 327,150 300,746 335,405 | scope 1&2 6,024 440 5,584
scope 1+2+3 90,852 14,559 76,293
data coverage 100% 100% 100% 85% 71% 97%
2022 | 310,256 285,176 319,331 scope 1&2 5,299 120 5,179
scope 1+2+3 68,963 5,487 63,476
data coverage 100% 100% 100% 82% 60% 100%
2021 | 337,186 309,188 349,965 | scope 1&2 13,171 16 13,155
scope 1+2+3 100,901 1,731 99,170
data coverage 100% 100% 100% 100% 100% 100%
Carbon footprint (t CO, e per € min invested)
2024 239 223 247 scope 1&2 6 3 10
scope 1+2+3 142 80 231
data coverage 100% 100% 100% 64% 98%
2023 250 230 256 scope 1&2 15 3 24
scope 1+2+3 233 92 330
data coverage 100% 100% 100% 85% 71% 97%
2022 256 235 263 scope 1&2 18 1 29
scope 1+2+3 234 46 362
data coverage 100% 100% 100% 82% 60% 99%
2021 327 299 338 scope 1&2 39 <1 77
scope 1+2+3 297 10 583
data coverage 100% 100% 100% 100% 100% 100%

Data sources: ISS, C4F, World Bank

* weighted average carbon intensity (t CO2e/€ mIn corporate revenue or GDP or consumption expenditure or per capita)

** Scope 1 emissions are all direct emissions and Scope 2 emissions are all indirect emissions stemming from the consumption of electricity
** Scope 3 emissions are indirect emissions not covered in Scope 2 (upstream and downstream supply chains)

Data coverage represents data availability, calculated as the percentage of investments for which all required emissions and
financial data are available

. 11
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ANNEX 2

Apportioning methods, normalisation and attribution factors for the carbon emissions in the
portfolio

Sovereign issuers

Total carbon emissions of the portfolio:

i
z (Value of investment;

X GHG emissions of (sub-)sovereign
GDP by PPP, i

Carbon footprint of the portfolio:

3 (Value of investment;
n

GDP by PPP, X GHG emissions of (sub-) soverelgni)

Portfolio value

Weighted average carbon intensity (WACI) of the portfolio:

Z Value of investment; GHG emissions of (sub-)sovereign,
x
Portfolio value GDP by PPP,

where GDP at PPP is the purchasing power parity adjusted GDP (the sum of the gross value added
by all resident producers plus any product taxes and minus any subsidies not included in the value
of the products). The purchasing power parity conversion factor is a spatial price deflator and
currency converter that eliminates the effects of differences between the price levels of countries.

GHG emissions: either the production emissions produced domestically within a country’s
physical borders, including domestic consumption and exports. This definition follows the
territorial emissions approach used by the United Nations Framework Convention on Climate
Change (UNFCCQ) for annual national inventories; or the consumption emissions related
to domestic demand, accounting for trade effects. This metric provides a broader view of a
sovereign’s emissions and tackles the issue of carbon leakage that arises from productions
shifts from countries where goods are consumed later.

Corporate issuers

Total carbon emissions of the portfolio:

i
Value of investment;
Z —————  — X GHG emissions of corporation,
EVIC of corporation, !

Carbon footprint of the portfolio:

Value of investment;
i i P .
»h (E‘VlC of corporation % GHG emissions of corporation ])

Portfolio value

Weighted average carbon intensity (WACI) of the portfolio:

Z Value of investment; GHG emissions of corporation,
X
Portfolio value Revenue of corporation,

where a corporation’s EVIC is the sum of the market capitalisation of ordinary shares at the fiscal
year-end, the market capitalisation of preferred shares at the fiscal year-end, and the book values
of total debt and minority interests; and a corporation’s revenue is the total amount of income
generated by the sales of goods and services related to the primary operations of the business.

° 12
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