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A carbon price shock impact on the Hungarian banking system
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Climate change is one of the biggest global problems of our time. Thus, greening the financial system has become an essential economic policy tool for the climate-neutral economic transformation towards 2050, which is the goal of the 2015 Paris Agreement, and a new challenge for central banks, supervisors and market participants. This is an area worth addressing, as the risks arising from policies that respond to climate risks, such as carbon taxes, could negatively affect the real economy through the banking sector, leading to systemic undercapitalisation of banks, which could hamper economic growth.
In this research, I summarise current regulations, methodologies, and the results of research on the subject. I present the types and measurement of climate risk. Finally, I will discuss carbon pricing mechanisms and methods for classifying climate risks. The data will be analysed by examining the sectoral distribution of bank exposures by NACE and CPRS sector, followed by the calculated BKI indices, which will provide an idea of the banking sector's sensitivity to climate risk.
We then examine the impact on the Hungarian banking sector of the introduction of a possible carbon price training mechanism (carbon tax), one of the main policy instruments for the transition to a green economy. We study the impact of four different levels of carbon tax prices on the liquidity, insolvency potential and solvency of banks. Furthermore, the sensitivity of sectoral sectors to the tax rate. Finally, we summarise the results for the 9 credit institutions in Hungary and draw conclusions by assessing their stability in the face of possible carbon price shocks.
The aim of the study is to provide a forecast of the corporate and banking risks posed by the introduction of a carbon tax The novelty of the study is the assessment and quantification of the risks of the domestic banking sector for corporate loan portfolios. Due to the risk focus of the study, it focuses on the risks and losses associated with the transition to a low-carbon economy.



