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Research Question

» Research Question: Do banks account for the biodiversity risk of
borrowers when deciding on lending terms, specifically loan pricing

(AISD — All-in Spread Drawn) and loan volume?

» Data:

» Syndicated lending relationships after 2007
» Lender: bank; Borrower: non-private, non-financial entity

» Integrates financial data on borrowers
» Two datasets:
» Borrower—Tranche level dataset — for loan spread analysis
> Borrower-Lender level dataset — more granular, for loan
volume analysis

» Main Contributions:

» More granular text-based biodiversity risk indicators to
broaden the detection of borrowers’ biodiversity risk;
decomposition into four drivers: air pollution, water
pollution, land use, climate change

» Differential effects of biodiversity risk across relevant lender
and borrower characteristics



Main Results

» In general, regression coefficients show statistical evidence that
banks incorporate a biodiversity risk premium, through both
higher loan spreads and lower loan volumes.

» The magnitude and significance of the effects vary across the
different biodiversity-risk indicators, and they are sensitive to some
specifications (e.g., inclusion of fixed effects).

» Heterogeneity analysis sheds light on the channels behind lending
behaviour, though significance is not consistently retained and
estimates depend on the controls used.



Empirical validation |

» Multiple-testing concern: the analysis runs several parallel
regressions using different biodiversity-risk indicators.

» Raises the probability of false positives;
» Reporting adjusted p-values could enhance robustness.

» Alternatively, constructing a composite index or using
dimensionality reduction so to reduce the number of
simultaneous tests.

» Lender-side heterogeneity: interaction with biodiversity
exposure

» Could test whether lenders’ sensitivity to borrower biodiversity
risk varies with their own portfolio exposure to
biodiversity-sensitive firms.

» Interaction term between borrower-level biodiversity dummy
and lender’'s concentration in high-biodiversity-risk
borrowers might reveal an additional channel



Empirical validation Il

» Borrower-side heterogeneity: Interaction with physical risk

» Could test whether lenders’ response is amplified when
borrowers (or their collaterals/the specific project at stake) are
located in high physical risk regions (e.g., JRC physical-risk
metrics at NUTS3 level for Europe).

» Accounting for time-invariant borrower unobserved
heterogeneity

» A borrower fixed-effects (within) estimator would control for
all time-invariant unobserved borrower traits

» Viable only if the biodiversity-risk dummy exhibits sufficient
within-borrower variation over time (i.e., some firms switch
from 0—1 or 1—0).



Empirical validation llI

» Firms reporting about biodiversity issues are not necessarily
those most exposed.

» Companies’ self-disclosures could be complemented with
external sources such as RepRisk's dataset about companies’
involvement in biodiversity risk incidents worldwide

Biodiversity is the most frequently flagged risk across all environmental incidents recorded
by RepRisk

» Also, including borrowers’ economic-sector-level biodiversity
indicators might better capture within-sector variation and
specific patterns.



Concluding Remarks

» The paper contributes to narrowing the research gap on the
impact of biodiversity risk on creditworthiness, with policy
implications;

» Especially insightful is the investigation of the transmission
channels at play and the plan to disentangle the physical
risk dimension from the regulatory risk dimension for all the
risk indicators.





