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Dear Mr. Nair,  
 
Thank you for the opportunity to provide comment on the Climate Change and Principles-based Taxonomy 
released by Bank Negara Malaysia on 27 December 2019.  I offer these comments on behalf of the 
Responsible Finance & Investment (RFI) Foundation, a nonprofit registered in the United Kingdom that acts 
as a catalyst to enable financial sector development based on universal principles from responsible and Islamic 
finance.  
 
We would like to start by congratulating Bank Negara Malaysia for taking the lead on the critical issue of 
integrating full, complete, and transparent governance, measurement, and disclosure of climate-related 
financial risks.  We offer our comments in the spirit of encouraging and supporting the development of a 
taxonomy to promote improved analysis of climate-related financial risk across the financial system, especially 
relating to Islamic financial institutions.   
  
We would like to offer comments on a few items in the “Climate Change and Principles-based Taxonomy” 
Discussion Paper relating to topics of material relevance to Malaysia’s economy, taxonomy allocation of 
emissions to end-user economic activities, the relevance of financial stability considerations to the taxonomy, 
the ethical considerations involved in prioritizing climate change mitigation actions and the role of Shari’ah 
input to the taxonomy in light of its applicability to Islamic financial institutions, and a few other minor 
comments. 
 
Material climate risks relevant to Malaysia’s economy 
 
The Discussion Paper makes an assessment that “most [climate-related] risks largely stem from physical risks” 
and notes that “over RM 8.0 billion [of realized] losses and more than 3 million people [have been] affected 
through displacements, injuries and death”.1  The realized physical losses in Malaysia, although important not 
to ignore their human cost, are not the most significant climate-related economic risk facing Malaysia.   
 
According to the Global Climate Risk Index 2020, during a 20-year horizon (1999 – 2018) overlapping the data 
cited in the Discussion Paper (1998 – August 2018). In the Global Climate Risk Index, Malaysia was ranked 
as experiencing the 114th highest climate-related losses in comparison with other countries out of 181 
countries.2  Looking forward and taking into consideration both future physical risk vulnerability and the 
country’s readiness, Malaysia was ranked as the 42nd least vulnerable nation (also out of 181 countries).3 
 
Although the discussion paper acknowledges that there are “risks posed to the economy and financial system 
also arise from transition risks arising from disruptions and shifts towards a low-carbon economy”, the impact 

 
1 Discussion paper, page 6. 
2 Zurairi AR. “Climate-related natural disasters cost Malaysia RM8b in last 20 years,” Malay Mail, 12 October 2018. 
https://www.malaymail.com/news/malaysia/2018/10/12/climate-related-natural-disasters-cost-malaysia-rm8b-in-last-20-
years/1681977  
Eckstein, David, Marie-Lena Hutfils and Maik Winges. 2018. Global Climate Risk Index 2019: Who Suffers Most from 
Extreme Weather Events? Weather-related Loss Events in 2017 and 1998 to 2017. Briefing Paper, Berlin: Germanwatch 
e.V. https://germanwatch.org/sites/germanwatch.org/files/Global%20Climate%20Risk%20Index%202019_2.pdf 
3 ND-GAIN. “Country Index: Malaysia,” https://gain.nd.edu/our-work/country-index/ (Accessed 11 June 2020). 
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of transition risk on the financial institutions and the economy as a whole in Malaysia is relatively larger for 
Malaysia in comparison with its physical risk exposures.4  
 
One of the major transition risks facing Malaysia is the potential for “stranded, obsolescence, or unanticipated 
write-downs of assets” (listed as a type of transition risk on Discussion Paper page 7) relating to the oil & gas 
industry, and its implications on the economy through potential fiscal and macroeconomic impact that would 
result from any material impairment of a sovereign asset and its ongoing revenue stream.  This risk could 
materialize in a way that could be materially larger than the physical risks used as an example of climate-
related economic risks.   
 
Malaysia’s national oil company Petroliam Nasional Bhd (Petronas) is estimated to be valued at RM 862 billion, 
it employs tens of thousands of Malaysians directly and many more indirectly and is estimated to provide 
revenue Malaysia’s Federal government accounting for 20% of total revenue, as well as sizeable revenue to 
State governments.5  An 1% impairment of Petronas’ value would be equivalent to the value of losses over the 
last 20 years from climate-related disasters.   
  
Although some banks may have direct exposure to the energy sector (Petronas itself or subsidiaries or 
suppliers), the greatest impact will be driven by indirect effects.  For example, through a fiscal policy response 
(to replace revenue or cut spending), the terms of trade impact of lower oil exports, and weakening of the 
sovereign balance sheet if a major asset is devalued.  Even if banks’ financed economic activities were 
unaffected, stranded asset risk creates climate-related market risk that would materialize through currency, 
market, inflation, tax and other channels with a sizeable regional dimension within Malaysia that could affect 
different financial institutions differently based on their own regional exposures in their financing assets. 
 
To put the size of the economic impact from potential stranded asset risk facing Petronas in context, palm oil 
is another economically sensitive sector that is often mentioned in the context of climate-related risks.  Banks 
have direct exposure that could be affected by climate change mitigation efforts because Malaysia has a 
sizeable share of the global market for crude palm oil, and its GDP contribution to Malaysia’s economy is 
meaningful.   
 
The direct economic risk from loss of income from oil & gas due to asset stranding potentially represents a 
larger impact than the economic risk facing palm oil, even measuring the asset stranding risk solely through 
the lens of government revenue at risk.  The amount of revenue at risk, assuming oil & gas revenue represents 
20% of the RM 312.7 billion of government revenue realized in 2019, is RM 62.5 billion or 4.1% of GDP.6  For 
comparison, palm oil represented 2.8% of GDP potentially making transition-related stranded asset risk larger 
and more broadly relevant, even to banks without a direct sector exposure to energy or agriculture.7 
 
Taxonomy attribution of energy-related GHG emissions to economic activities 
 
Data compiled by the World Resource Institute in their Climate Analysis Indicator Tools (CAIT) for Malaysia in 
2016 (the most recent data) shows that 83% of total GHG emissions excluding land use changes and 
international bunker fuels come from energy.  This is further broken down into 49% of energy represented by 
electricity generation, 26% generated for transportation and 12% for manufacturing and construction.   
 
It is unclear how the principles-based taxonomy would guide banks to consider the GHG emissions footprint 
of these sectors, and whether they would only consider point source emissions at electricity generation plants 
and manufacturing facilities, or would evaluate at both the supply and demand side.  The rationale for including 
both supply and demand side, particularly for electricity but also potentially for transportation, is that absent a 

 
4 Discussion paper, page 6. 
5 Welsh, Bridget and Calvin Cheng. “COMMENT | Malaysia’s slick politics of oil” Malaysiakini, 9 May 2020. 
https://www.malaysiakini.com/columns/524943. 
6 Ibid. 
7 Department of Statistics Malaysia. “Selected Agricultural Indicators, Malaysia, 2019. 
https://www.dosm.gov.my/v1/index.php?r=column/cthemeByCat&cat=72&bul_id=SEUxMEE3VFdBcDJhdUhPZVUxa2pK
dz09&menu_id=Z0VTZGU1UHBUT1VJMFlpaXRRR0xpdz09 (Accessed 11 June 2020). 
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review of GHG emissions from each perspective, banks will miss the opportunity to use their cross-sectional 
footprint to improve economy-wide GHG emissions outcomes.   
 
To take as an example, a bank may have a small footprint in its financing book from an electrical utility or 
across the sector as a whole, but may have modest investment holding in the bonds and sukuk of the same 
companies because they issue a significantly larger share of rated bonds and sukuk than their share of 
Malaysia’s GDP.8   
 
They may also have a significantly larger indirect exposure to utilities through their financing of manufacturing, 
wholesale and retail businesses, and exposure to the commercial real estate sector.  Each of these sectors is 
exposed to the utility sector through their demand for electricity, gas and water.  If a bank takes purely an 
economic activity-focused viewpoint as the taxonomy is designed to do, they will evaluate the GHG emissions 
footprint of their utility exposure based solely on the utilities’ generating capacity, and take forecasted level 
and growth rate of electricity demand as a given.   
 
Banks may also view their manufacturing, wholesale and retail customers’ GHG emissions footprint 
independently on the level of each economic activity, and again take as exogenous the current and future 
generation mix of electricity generation.  A bank may similarly view their commercial real estate exposure as 
being affected by both energy demand from tenants and generation mix purely as exogenous factors. 
 
This method of evaluating climate-related financial risks will produce a third-best outcome if it results in 
evaluation of each risk exposure in its own silo.  Economists generally view explicit pricing through carbon 
taxes as the first-best outcome to integrate climate-related financial risks.  In the absence of this first-best 
option, regulations should seek the best possible outcomes (second-best outcomes) which require more 
holistic evaluation that recognizes the choices over the medium term that banks have in the composition of 
their financing book taking into account the interrelationships between different economic activities.   
 
An economic activity approach can be used as a building block but will promote the development of siloed 
thinking if the holistic perspective is not explicitly encouraged.  The benefits of a broader approach will be 
maximizing the effectiveness of climate mitigation efforts, promoting more rapid decarbonization of the 
economy than trying to address each sectors’ challenge on its own under a ceteris paribus (all else equal) 
approach.  For example, by encouraging manufacturing, wholesale and retail businesses to conserve energy 
they can reduce the energy footprint of commercial real estate customers.  These efforts can be increased by 
installing on-site renewable generating capacity (e.g., rooftop solar) which supports both the tenants and the 
utility to manage their respective GHG footprints.   
 
As the World Bank recently noted in relation to international climate finance, but which is applicable on the 
national level as well, “The impact of climate finance can be enhanced by complementing project-based 
financing with more finance for activities that drive systemic change, primarily through enabling policy and 
environments to address barriers to transformation. A coordinated approach that uses multiple levers is the 
most effective”.9  One of the major barriers to transformation that financial institutions can uniquely address is 
taking a holistic, systemic view rather than a sectoral- or project-based view to their contribution to GHG 
emissions growth. 
 
Incorporation of related but independent financial stability risks to the taxonomy 
 
The taxonomy outlines the financial stability risks that emerge from climate-related financial risk, noting that 
the “multifarious societal responses to climate change could lead to systemic risks that may have wider 
implications to financial stability”.10  This references the direct risks from the transition to a low-carbon economy 

 
8 Utilities account for about 2.2% of Malaysia’s GDP according to National Accounts from Bank Negara Malaysia while 
infrastructure and utilities combined accounted for 17.6% of bond and sukuk issuance in 2018 according to Malaysia Rating 
Corp Berhad (MARC). 2019. 2018 Annual Corporate Default and Rating Transitions Study. Kuala Lumpur: MARC.  
9 World Bank. 2020. Transformative Climate Finance: A new approach for climate finance to achieve low-carbon resilient 
development in developing countries. Washington, DC: World Bank.  
10 Discussion paper, page 6. 



 

which is picked up in the preceding discussion about major physical risks and certain transition risks including 
stranded asset risks.   
 
One item of increased relevance since the taxonomy draft was published for comment that is mentioned is the 
consequence of environmental degradation that includes “host of negative outcomes that affect human beings 
and wider eco-systems, both directly and indirectly, which includes extreme weather, extinction of species, 
diseases, famine and increased poverty” (emphasis added).11   
 
The Covid-19 pandemic has shown the major economic costs from a pandemic which may share similar 
causes (e.g., deforestation) with climate change.  In some respect these are independent events that may 
share a similar proximate cause.  However, scientists from the Intergovernmental Panel on Climate Change 
(IPCC) is currently investigating whether there is a more direct cause from climate change to pandemics, such 
as natural disasters, temperature or habitat changes caused by climate change leading to more human-animal 
interactions that accelerate the spread of zoonotic emerging diseases to humans.12   
 
With the benefit of hindsight from the impact of the Movement Control Order on the economy in Malaysia, and 
the required response from the banking system, we have a better understanding about how independent but 
related climate-related financial risks can overlap or magnify more direct climate-related financial risks.  As a 
result of the hard experience to manage the pandemic, we should take a step back to the possible silo 
approach of viewing economic activities in isolation, or even thinking beyond valuation of whether “the overall 
business may bring about unintended harm to the broader environment which may precipitate permanent 
adverse impacts to the climate”.13   
 
We can no longer think just in terms of adverse impacts but also in terms of whether the financial system is 
resilient when facing a cascade of climate-related shocks that may transcend consideration of physical, 
transition and regulatory risks. In addition to reviewing the level of economic activity and business-as-a-whole, 
we should consider systemic resiliency of businesses and portfolios.   
 
Islamic banks may be more philosophically aligned with resiliency-related considerations but may not have 
regulatory support for a full range of measures (which could be applied equally across the financial system) to 
better absorb and distribute shocks in a way that reduces systemic risk.  For example, by allowing recognition 
of losses in profit sharing investment accounts that are offset by saved up investment risk reserves rather than 
implicit subsidies from shareholder funds.  This may not be feasible in the context of the Taxonomy but will be 
an important complementary policy area for Bank Negara Malaysia to conduct subsequent engagement with 
financial sector stakeholders. 
 
The ethical considerations involved in prioritizing climate change mitigation actions and the role of 
Shari’ah input to the taxonomy considering its applicability to Islamic financial institutions 
 
To facilitate application of the taxonomy by Shari'ah compliant institutions and use of the taxonomy to guide 
financing decisions, we would like to note that it is important to maintain flexibility in prioritizing actions to 
meet GHG targets.  The choice of which pathways towards the Paris Agreement target will factor in a long-
term assessment of trade-offs between investments and returns in the near term with long-term impacts 
related to the habitability of the earth for future generations.  
 
The factors influencing the science of climate change are well known and widely accepted.  Scientific advice 
should guide both Bank Negara Malaysia and individual banks on their understanding of climate change and 
the financial risks it creates.  However, the response to climate change requires broader consideration of the 
intergenerational trade-offs that are require weighing present costs against future benefits comparing present 
value outcomes of various options using a discount rate to translate costs and benefits into their present 
value.  
 

 
11 Discussion paper, page 4. 
12 Dunne, Daisy. “Q&A: Could climate change and biodiversity loss raise the risk of pandemics?,” Carbon Brief, 15 May 
2020. https://www.carbonbrief.org/q-and-a-could-climate-change-and-biodiversity-loss-raise-the-risk-of-pandemics 
13 Discussion paper, Guiding Principle 3, page 11. 

https://www.carbonbrief.org/q-and-a-could-climate-change-and-biodiversity-loss-raise-the-risk-of-pandemics


 

There is no single ‘correct’ discount rate for weighing costs and benefits across a very long-time horizon but 
what we do know is that bankers’ tools are uniquely unsuited for making these calculations.  For Islamic 
financial institutions that explicitly incorporate ethics into the business decision-making process, the presence 
of a dedicated Shari’ah governance process would also benefit from explicit review to evaluate the trade-offs 
inherent within the Taxonomy. 
 
Finance operates on maximizing risk-adjusted future returns, which requires accurate project valuation to 
decide how to allocate funding.  There are trade-offs between projects at any given point in time, and 
intertemporally (through saving/investment).  The common metric for comparison of different alternatives is a 
discounted cash flow model, which only works for short time periods because it assumes a known discount 
rate, which weights the present much more than the future.  
 
In relation to climate change, the assumption that we know the appropriate discount rate – for example by 
referencing a market interest rate – is an incorrect assumption. Economists Martin Weitzman and Christian 
Gollier explain in an important paper that "there is no deep reason of principle that allows us to extrapolate 
past rates of return on capital into the distant future [and] there is an ethical dimension to discounting climate 
change across many future generations that is difficult to evaluate and incorporate into standard [cost-benefit 
analysis which] has critically important implications for climate-change policy".14  
 
In a conventional financial institution, these choices would be made solely by technocratic experts and 
scientists estimating what level of the discount rate would be most efficient to incentivize actions that are 
consistent with climate goals.  There is no reason to assume that there is only a single discount rate that could 
lead us to our desired outcome of a stable climate in perpetuity into the future.  For Islamic financial institutions, 
it may be the case that a traditional method for arriving at a discount rate that achieves our climate goals may 
have unintended consequences by incentivizing actions that are inconsistent with the Maqasid al-Shari’ah.   
 
Although Weitzman and Gollier do not outline a prescription for the ethical trade-off, they do specifically advise 
against the use of cost benefit analysis (CBA) using short-term discount rates.   Ethical guidance from Shari’ah 
scholars is called for as a result because banks’ default approach may be to apply CBA using discount rates 
selected with reference to short-term interest rates.  Weitzman and Gollier offer some advice that is relevant 
for outlining the framing of the question for Shari’ah scholars.  They explain: 
   
“The great uncertainty about discounting the distant future is not just an academic curiosity, but it has critically 
important implications for climate-change policy. […] There is an ethical dimension to discounting climate 
change across many future generations that is difficult to evaluate and incorporate into standard CBA. […] 
When future discount rates are uncertain but have a permanent component, then the “effective” discount rate 
must decline over time toward its lowest possible value. Empirically, this important feature can have significant 
ramifications for climate-change CBA — by weighting the distant future much more heavily than is done by 
standard exponential discounting at a constant rate.” 
 
Therefore Shari’ah input to the process of outlining how long-term discount rates, and the priorities for Islamic 
financial institutions in their response to climate-related financial risks would be critical to ensure alignment 
between the short-term actions of Islamic financial institutions and long-term Maqasid-alignment.  To reiterate, 
although the Taxonomy does not assign a discount rate, it is missing a guide as to how financial institutions 
should weigh trade-offs between different categories of economic activity prescribed within the Taxonomy, 
which will require ethical, as well as scientific guidance.   
 
Within this process, Islamic financial institutions should be advised to seek the input of their Shari’ah 
Supervisory Boards, who would benefit from guidance from the Shari’ah Advisory Council (SAC) at Bank 
Negara Malaysia, to ensure that appropriate methods are used to weigh costs and benefits. A specific element 
of guidance around these trade-offs and discount rates would be to request SAC guidance about which 
common practices for managing trade-offs / selecting discount rates that are mostly closely in line with Islamic 
ethical principles about the responsibility of the present generation for future generations. The decisions made 

 
14 Gollier, Christian and Martin L. Weitzman. 2010. “How should the distant future be discounted when discount rates are 
uncertain?” Economics Letters, 107: 350-353. 



 

today will produce potentially dramatic consequences for future generations, and these changes may be 
irrevocable.   
 
Guiding Principle 1: Climate Change Mitigation 
 
We appreciate the relevance of looking beyond just classifying “green” activities in the Taxonomy given the 
breadth of economic activities that will be affected by the transition to a low-carbon future.  We would suggest 
that the activities that are “generally considered as green and environmentally friendly” be included with a 
caveat about the risks of carbon lock-in.  This would relate specifically to “Green manufacturing” and “Carbon 
capture and storage facilities and products dedicated to capture GHG emissions”.   
 
These technologies can play a part in improving the existing stock of industrial facilities and bringing them in 
line with the GHG emissions reductions required to meet the Paris Agreement targets.  However, they can 
also be used in a way that extends the economic life of ‘brown’ capital assets that would otherwise be replaced 
with green replacement assets.   
 
Generally, there should be caution exercised where environment mitigating technologies are installed on fossil 
fuel assets.  One approach to limit the application of green technology that would potentially lock-in fossil fuel 
generation would be to exclude any CCS used for any project which relies upon a power source that includes 
fossil fuel generating energy if the company has an option to make a substitution for clean power sources.  
This would align the Climate Change Taxonomy with the ASEAN Green Bond Standards which specifically 
exclude “fossil fuel power generation projects” (ACMF GBS 2018 §4.1.6). 
 
Guiding Principle 2: Climate Change Adaptation 
 
There is a technical question with the compatibility of the adaptation project fit in the taxonomy and the EU 
Green Taxonomy which counts the expenses incurred to make economic assets resilient to known climate 
risks, but does not count the subsequent revenue from these activities as ‘green’ unless the project itself meets 
the green taxonomy criteria.   
 
Despite some coordination that is occurring through the Network for Greening the Financial System, one of 
the risks that must be mitigated to the degree possible is heterogeneity between national taxonomies that 
create frictions between investors from one region finding it difficult to understand the possible compatibility 
between the Taxonomy they are required to follow and those followed by their investees (and asset owners to 
whom they are accountable).   
 
The Guiding Principles outlined in the Discussion Paper will be strengthened by adoption of an ASEAN 
taxonomy that the ASEAN Capital Markets Forum recommended in its 2020 Roadmap for ASEAN Sustainable 
Capital Markets to manage costs and benefit of heterogeneous taxonomies through subsequent discussion 
among regional central banks and others authorities to pursue adoption of “a single taxonomy that best suits 
the region’s needs”.15 
 
Guiding Principle 3: No Significant Harm to the Environment 
 
There is a slight difference of focus on “significant harm” categories between the EU Green Taxonomy and 
this Taxonomy which should be considered carefully whether the differences could be narrowed or have more 
clearly delineated markings for what is similar and where differences exist.   
 
The EU focuses on “water, circular economy, pollution and biodiversity” as the four issues besides climate 
change mitigation and adaptation that make up the Taxonomy’s environmental focus issues.  Bank Negara 
Malaysia’s proposed taxonomy focuses on “prevention and control over pollution (air, water, land), protect 
ecosystems and biodiversity, and the sustainable and efficient use of energy, water and other natural 
resources” 
 

 
15 ACMF. 2020. Roadmap for ASEAN Sustainable Capital Markets. Hanoi: ACMF, p. 17. 



 

There is significant overlap relating to issues of pollution, biodiversity and reduced use of resources but there 
could be some distinction in how these are applied, and it would benefit all users to clearly outline what is the 
same between the two and where BNM’s Taxonomy differs from the EU Taxonomy which has become a 
reference point globally. 
 
Guiding Principle 4: Transition and Remedial Efforts 
 
The GHG emissions included in those that must be reduced are many from industries that will never become 
classified as ‘green’.  In the interests of managing the transition as quickly as possible, it will be beneficial to 
have capital earmarked for projects that will be able to demonstrate GHG emissions avoided due to specific 
funding secured through “Transition” Bonds and Sukuk.  At the same time, there will need to be strong 
governance to ensure that these GHG emissions reductions are not disclosed in a misleading way.  We would 
recommend that Bank Negara Malaysia cooperate through the J3C, ACMF and with the ICMA to ensure 
consistency and strong standards for disclosure relating to any developed Transition Bond & Sukuk Standards. 
 
Guiding Principle 5: Prohibited Activities 
 
The prohibited activities in the Taxonomy are outlined largely in relation to Malaysian laws relating to 
environmental issues.  It would strengthen the taxonomy’s definition of “Prohibited Activities” if it incorporated 
the due diligence requirements from the EU Taxonomy.  These are incorporated into the EU Taxonomy’s 
definition of Do No Significant Harm (DNSH) where the Taxonomy requires “alignment with the OECD 
Guidelines for Multinational Enterprises and UN Guiding Principles on Business and Human Rights, including 
the International Labour Organisation’s (ILO) declaration on Fundamental Rights and Principles at Work, the 
eight ILO core conventions and the International Bill of Human Rights”.  
 
One way to streamline the process of due diligence for financial institutions would be to reference becoming 
an actively disclosing signatory to the UN Global Compact.  It is not suggested that this be used as a ‘check-
box’ in due diligence that guarantees the company’s avoidance of prohibited activities.  Instead, it could be 
used as a way that companies can “demonstrate [their] commitment and willingness to improve practices in 
relation to potentially adverse environmental and social impacts that they create”, which is the distinguishing 
quality between C2 & C3 and C4 & C5. 
 
Other comments 
 
Malaysia should consider joining the International Platform on Sustainable Finance to ensure the perspective 
of a diverse range of OIC countries, including those with long experience in Islamic finance, are entered into 
the discussions.  Table D includes the ASEAN Green Bond Standards in the “Green Bond” section but not in 
the “Sukuk” section despite it covering both bonds and sukuk explicitly.  In addition, Table D should be 
expanded to include the Green Loan Principles and the Sustainability Linked Loan Principles developed jointly 
by the Loan Market Association, Loan Syndications and Trading Association (LSTA) and Asia Pacific Loan 
Market Association (APLMA), as well as the ICMA Sustainability-Link Bond Standards 
 
We thank you for the opportunity to comment on this Taxonomy and look forward to its adoption. 
 
 
Yours sincerely, 

 
Blake Goud 
CEO 
RFI Foundation 


