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Executive Summary

The European Central Bank (ECB) published its first-
ever large-scale assessment of how European banks
are adjusting their practices to manage climate and
environmental (C&E) risks, in line with the expectations
set out in the November 2020 ECB Guide on C&E risks.
It concludes that banks have taken initial steps
towards incorporating climate-related risks, but none
is close to meeting all supervisory expectations.

The analysis covered 112 directly supervised banks
with combined assets of €24 trillion. In general, banks
have made efforts to meet ECB expectations
regarding management bodies, risk appetite and
operational risk management. However, they lag
behind in areas such as internal reporting, market and
liquidity risk management, and stress testing.

In its assessment, the ECB also identified a set of good
practices that banks should adopt to integrate C&E
risks in their business model and governance.



Copyright © 2021 – Iason Consulting Ltd. All rights reserved

At a Glance

01 Introduction 4

02 Overview of C&E Risk Management 6

03 Business Models 11

04 Governance and Risk Appetite 16

05 Risk Management 22

06 Disclosures 28

07 Conclusions 31



Copyright © 2021 – Iason Consulting Ltd. All rights reserved

01
Introduction



Copyright © 2021 – Iason Consulting Ltd. All rights reserved

5

Introduction

5

The European Central Bank views climate-related and environmental risks (C&E risks) as key risk

drivers for the banking sector. As drivers of existing risk categories, including credit, market and

operational risk, C&E risks will have a widespread impact across sectors and geographical areas.

The ECB is of the view that timely and decisive action is needed by all institutions to ensure the

sound, effective and comprehensive management, as well as the disclosure, of these risks.

The report sets out observations from the supervisory review of the self-assessments and the

implementation plans for the management and disclosure of C&E risks of 112 Single Supervisory

Mechanism (SSM) significant institutions. It provides a picture of the current state and direction of

travel of C&E risk management in the banking sector, in the light of the ECB’s expectations. The

report also shares several good practices observed by the ECB.
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Overview of C&E Risk 

Management

Overview of Institutions’ Practices and Plans

Main Trends

Institutions’ View on Materiality Risk
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Some institutions - mainly the largest of the significant institutions - have made considerable progress in 
the alignment of their practices with supervisory expectations

Almost all institutions have made efforts to develop implementation plans to improve their practices
+

Overview of C&E Risk Management 1/4
Overview of Institutions’ Practices and Plans

However, most 

of them are still 
lagging behind

33%
Only one-third of institutions have plans in place that are at least 

broadly adequate and thus address most of the gaps that
currently exist in their business strategy, governance, risk 

management and disclosure arrangements

67%
Roughly two-thirds of institutions have failed to tailor their plans

sufficiently to their specific situation

20%
One-fifth of institutions have inadequate or somewhat 

inadequate plans, suggesting that their C&E risk practices will
continue to be not aligned with the supervisory expectations for 

the time being
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Overview of C&E Risk Management 2/4
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Trends in Current Practices

Institutions have focused on adapting their government and 
policies to the 13 supervisory expectations

Main Trends 1/2

Most aligned 
practices

- Management body
- Risk appetite
- Operational risk 

management practices 

For >50% 
of 

institutions

Least
aligned 

practices

- Internal reporting
- Market and liquidity risk 

monitoring
- Stress test

For < 33%
of 

institutions

The degree of 
alignment varies 

across 
institutions’ size, 
with the largest
ones performing

better

Institutions with asset bases

of over €500 billion are at

least partially aligned with 

the supervisory expectations

in over 80% of cases. 

S
iz

e

Alignment
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Quality of implementation plans varies across institutions

Adequacy in addressing the gaps varies across the 13 supervisory 

expectations

Overview of C&E Risk Management 3/4
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Main Trends 2/2

Trends in Implementation Plans

Institutions were asked to develop 
implementation plans to address the gaps
identified in the current practices.

Operational and liquidity risk 
management, reporting and 

disclosure are the areas where plans 
are still in the early stages of 

development

> 60% of institutions have addressed 
the expectations related to the 

management body, organisational 
structure and stress testing to a 

reasonable degree in their plans

Institutions were asked 
to share a timeline for 

the expected 
completion of their 

plans, covering the 13 
supervisory 

expectations

However, a lack 
of preparation, 

inadequate 

plans and long 
implementation 
timelines were 

observed

Institutions are not taking 
a sufficient strategic 

approach where gaps 
are perceived to hinder 
the full implementation 

of the 13 supervisory 
expectation
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For market risk and liquidity risk, roughly 

only 10% of institutions deem C&E risks to 

be a material risk driver

In the short-to-medium term ~ 30% of 

institutions deem 

these risks to be materially exposed to 

C&E risks. In the longer term for credit risk 

this increases to ~ 50% of institutions.

Overview of C&E Risk Management 4/4

10

> 50%
of insitutions consider both physical and 
transition risk drivers to have a material 

impact

Almost all large significant institutions 
(> 500€ billion asset based)

~50% 
of the smaller asset based

Roughly half of 

institutions deem 

themselves to have 

material exposures in 

both the short-to-

medium term and the 

longer term

None of the 

institutions that report 

that C&E risks are not 

material has an 

adequate materiality 

assessment in place

C&E risk 

Material

impact

High impact on:
- Credit risk

- Operational risk
- Business risk

Less impact on:
- Liquidity risk
- Market risk

Climate and 
Environmental

risk

Physical and 
Transition Risks

Institutions’ View on Materiality Risk
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Business Models

Observations from the Assessment

Good Practices
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This was done using either a qualitative or quantitative approach. 

Most of these institutions have also described how the impact of C&E risks on the business 
environment informs the business strategy process.

Some institutions have assessed the impact that current and future environmental policies would 
have on their clients and how these policies would have an impact on the institutions in their role 
as financial providers.

Many institutions have integrated C&E risks into related procedures and policies.

Some have described how climate change and environmental degradation could impact the 
business environment of the institution.

Most institution have so far made limited progress in terms of quantification of the impact om the 
business environment and actual integration into the strategy-setting framework.

Incorporation of 
C&E risks into 

business 
environment and 
strategy-setting 
arrangements

Integration of 
C&E risks into 
their regular 

monitoring of the 
business 

environment

12

Business Models 1/4
Observations from the Assessment 1/2



Copyright © 2021 – Iason Consulting Ltd. All rights reserved

13

Less than one-quarter of institutions have key performance indicators (KPIs) and even fewer 
conducts scenario analyses.

Roughly two-fifths have integrated C&E risks into their strategy-setting procedures.

Only a subset of these institutions have set KPIs to support the integration of C&E risks into their 
strategy.

Some institutions have developed forward-looking portfolio alignment approaches to assess the 
longer-term risks associated with transition pathways.

One in ten of the institutions analyses the effect of C&E risks on their macroeconomic and 
competitive environment.

They don’t assess how C&E risks may impact macroeconomic variables, such as GDP, 
employment and housing prices.

Only a handful of institutions have evaluated how climate change and environmental 
degradation are changing market dynamics that influence the competitive landscape. 

The impact of 
C&E risks on 
institutions’ 

macroeconomic 
and competitive 

environment

Key 
performance 

indicators and 
scenario 
analyses

13

Business Models 2/4
Observations from the Assessment 2/2
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The double materiality concept and how it feeds into strategic planning

One institution has developed practices to integrate C&E into its strategic planning applying a double materiality concept 

Financial Materiality Environmental Materiality

Allows to assess the impact of C&E risks on the business 

environment. This is done as follows:

• All risk types and group exposure are integrated to ensure 

comprehensive coverage

• The process relies on the group’s risk management 

framework such that key committees are involved

• This set-up allows for a debate between risk experts and 

senior management on emerging risks 

• The set-up yeads a clear overview of the vulnerabilities in 

the group’s exposures, which are broken down by 

business sector

Sectoral reviews follow the risk identification process, to 

identify vulnerable sectors.

The institution assesses the climate and environmental 

materiality of the group’s activities and  the related imparts 

through a materiality matrix that is built using a bottom-up 

approach.

The group analyses C&E topics that are related to the 

business activities of the group’s customer and their 

potential impact on the group’s activities.

The assessment is then used for the group’s strategic 

planning and reputational risk management

Business Models 3/4
Good Practices 1/2
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Fostering and monitoring alignment with the objectives of the Paris Agreement

One institution has defined climate-related risks as one of the key pillars of its overall strategy. The institution integrates 
physical and transition risk together with its climate risk appetite framework by using a three-step approach

Stocktake of the policies and 
processes

• The institution has incorporated this strategy into its governance framework by defining concrete key performance indicators 

(KPIs)

• This KPIs cover the most part of the institution’s exposures

• They also set out goals to be achieved within a specified time frame

• The annual progress report outlines the methodology and the metrics used to define these indicators

• Other institutions set greenhouse gas (GHG) targets and use specific tools to monitor and foster their progress with strategic

implications

• One of the institutions that committed to achieving the “net zero” target by 2050 has established a carbon emission model. This 

model is built on sustainable development scenarios from the International Energy Agency.

• The model determined benchmarks defining how GHG emissions from financing portfolios must adjust over time in order to reach 

the net zero target by 2050.

1 Quantitative approach3Qualitative assessment2

Business Models 4/4
Good Practices 2/2
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Governance and Risk 

Appetite
Observations from the Assessment

Good Practices



Copyright © 2021 – Iason Consulting Ltd. All rights reserved

17

Management bodies are increasingly taking formal responsibility for the management of C&E risks. 
The tasks involved include setting, approving and overseeing the implementation of:
• the overall business strategy and key policies
• the institution’s risk strategy
• the internal governance or control framework. 
This is an important indication that many  institutions have started laying the groundwork for 
including oversight of C&E risks within their governance structures. 
However, most management bodies are not kept comprehensively informed, so they are unable to 
exercise this responsibility fully and it does not provide sufficient oversight in most cases in its 
supervisory function 

Governance and Risk Appetite 1/5

17

A significant share of institutions has integrated arrangements addressing C&E risks into their governance structures; in 
particular, institutions have made significant progress on their management body and governance arrangements, but less 

progress on risk appetite and risk reporting

✓ Over two-fifths of institutions have assigned responsibility to a board member or a sub-committee. 

✓ Less than 15% of institutions have effectively integrated C&E risks into the formal risk reports

✓ Less than 10% of institutions provided evidence that their management body in its supervisory function performs
oversight for C&E risks

✓ Only 30% of institutions have explicitly defined the C&E risk-related tasks and responsibilities of the first line of defence
and the risk management function. 

✓ Only about 15% of institutions have explicitly considered the integration of C&E risks in their internal audits or reviews

Management 
Bodies And 

Governance 
Arrangements

Observations from the Assessment 1/2
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Governance and Risk Appetite 2/5
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✓ Only 15% of institutions use client data at the physical asset level to measure C&E risks
✓ Only 10% of institutions have developed an approach for identifying their data needs related to C&E risks, for instance 

by analyzing data gaps, given the institution’s existing data availability and IT systems, and assessing what external 
data are available publicly or via third parties

Most institutions do not have a comprehensive approach to the integration of C&E risk data into their
risk reporting. Even fewer institutions have implemented dedicated procedures for collecting and
aggregating data on C&E risks and for integrating those data in their risk reporting frameworks.
Owing to the distinctive characteristics of C&E risks, especially the characteristics related to their
forward-looking and longer-term manifestation, institutions are expected to develop dedicated
procedures to identify and internally report on C&E risks.

Risk Reporting

✓ More than half have described C&E risks in their risk inventory. 

✓ Less than one-fifth of institutions included dedicated key risk indicators for C&E risks in their risk appetite statement

Institutions have started to integrate C&E risks into their risk identification processes, they increased
the use of internal risk taxonomies and showed the intention to further integrate these risks into the
risk appetite statement. The ECB has observed that institutions generally either define C&E risks

specifically or take a broader perspective encompassing ESG risks.
However, the monitoring of C&E risks to which institutions are exposed remains limited. Institutions
have primarily focused on transition risks when developing key risk indicators for C&E risks.

Risk Appetite

Observations from the Assessment 2/2
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Involving the management body in its supervisory and executive functions

During the assessment, the ECB identified a good practice that involves implementation of comprehensive 
governance arrangements involving the management body in its executive and supervisory functions by setting up 

dedicated sub-committees and departments

Institution 1 Institution 2

Management Body

Steering 

Committee & 

Experts

Risk 

Committee
Risk Directorate

CSR 

Committee

CSR 

Directorate

Monitoring & 

reviewing

Group climate 

risk &CSR 

strategy

Management Body

Executive Committee

Sustainability Board 

CEO

• Dedicated decision-making and escalation 

body which also explicitly covers C&E risks 

• Taking decisions on strategic orientations 

and governance regarding sustainability

• Chaired by CEO

• Veto right for related  

processes and 

products

Drives sectoral 

policies and 

portfolio 

allocation

Internal decision-making platform for C&E risk management 

Good Practices 1/3 
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The management of C&E risks through qualitative statements and quantitative indicators

During the assessment, the ECB identified a good practice including statements of a more qualitative nature and/or 
quantitative risk indicators.  

Good Practices 2/3 

Qualitative Statements
Several institutions have included qualitative statements on C&E risks in their risk appetite statements:

• Some institutions have included statements on excluding or phasing out certain exposures immediately or within a certain time 

frame

• Some institutions have included statements on engaging with all of their corporate clients to ensure that each client has a 

dedicated transition plan (with a formal diversification strategy) in place. 

Quantitative Indicators
Several institutions have developed quantitative indicators to identify and monitor C&E risks on the basis of available data. 

The methodology and data used to develop the indicators are transparently documented.

The methodology is sound and clearly defines the indicators as well as the data used to develop them. 

For some indicators, the methodology provides for objective limits which are easy to measure, monitor and report.
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Governance and Risk Appetite 5/5
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Integrating C&E risks into reporting practices, from gap analysis and data collection to reporting 

tools

Good Practices 3/3 

During the assessment, the ECB identified a good practice that involves developing an approach for establishing a reporting 
framework for C&E risks.

Data Gap Analysis
• Some institutions have assessed

their C&E-related data needs 

based on their institution-specific 

risk profile and business model, as 

well as applicable or upcoming 

regulatory requirements

• Subsequently, the institutions 

perform a data gap analysis by 

assessing their existing data 

availability and capabilities. Such 

an analysis identifies areas where 

data are not available or are not 

sufficient to meet the institutions’ 

needs in order to manage C&E 

risks. 

Data Collection
• Some institutions have developed 

a data collection strategy to 

identify, collect and aggregate 

the data they need to measure 

relevant C&E risks: 

➢ collecting data from clients via 

specific questionnaires. One 

institution has developed a 

dedicated C&E risk 

questionnaire, which is filled out 

at the time of credit origination 

and during annual reviews, to 

collect data from its clients

➢ collecting C&E risk information 

using tools

Data Management and Reporting
• One institution has set up a 

dedicated platform for non-

financial reporting. It includes an 

array of indicators deployed for 

all entities in the group, to steer 

the C&E risks that the institution is 

exposed to

• The platform functions as a group-

wide steering tool that centralises

internal and external data 

sources (e.g., rating agencies) 

and displays risk indicators for 

specific portfolios and entities, as 

well as for the institution as a 

whole
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Risk Management
Observations from the Assessment

Good Practices
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Institutions deem credit risk the most exposed to C&E drivers.
Main integrations:
• lending policies (phasing out criteria or pursuing financial transition of the counterparties)
• real estate collateral valuation (assessing energy certification of buildings)
Most of these practices for integrating C&E into credit risk management remain at a qualitative level.
There is no substantial progress in the integration of C&E in market risks.

Credit  And 
Market Risk

Institutions have started the materiality assessment processes on their exposure to C&E risks. This assessment
is fundamental for the management body to decide how to integrate the C&E risk into the risk management
framework. The institutions risk that the management body will make unfounded decisions.

Materiality 
Risk 

Assessment

Only a few institutions are using proxies and estimation techniques instead of qualitative processes.

Roughly one-third of institutions have developed procedures to collect relevant data from clients.

Less than one-third of institutions have assessed whether C&E risks impact their capital adequacy.

Roughly two-thirds of them are adapting their practice related to credit risk management.

Less than one-third of institutions have advanced their risk classification procedures (e.g., integration of C&E risk
factors into risk models).

Less than one-fifth of institutions are monitoring their credit portfolios.

Approximately 10% of institutions have started updating their market risk processes and policies.

Risk Management 1/5
Observations from the Assessment 1/2
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Institutions have performed ad hoc C&E-related stress tests and scenario analysis but remain room for
improvement because it would be better to have integrated C&E risks into a regular stress test framework.
Most of the institutions have developed scenarios based on floods or droughts without considering the
impact on the global economy of alignment with the Paris Agreement.

Scenario 
Analysis 

and Stress 
Testing

Most institutions are at the early stages of integrating C&E risks into operational risk management.
• Physical risks have been included in their business continuities policies.
• Reputation, liability, and litigation risks have not been properly analyzed yet.
Institutions consider natural catastrophes and “greenwashing” as potential threats to liquidity. The proceeds
of green issuances have to be reinvested according to the ESG framework, otherwise, the institutions could
face reduced access to market funding.

Operational
and

Liquidity 
Risk

Half of the institutions have assessed the impact of physical risks on operational risk management.

Less than 10% and 20% of the institutions have assessed the impact of reputation and litigation risks, respectively.

Only 11% of institutions have assessed potential vulnerabilities arising from extreme C&E events in their liquidity
management frameworks.

Only 13% of institutions have started integrating C&E risks into their regular stress testing frameworks.

Only a relatively small number of institutions have included transition risk scenarios.

Risk Management 2/5
Observations from the Assessment 2/2
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During the assessment, the ECB identified the following good practices regarding risk management frameworks.  

Risk Management 3/5
Good Practices 1/3

Credit Risk: physical risk estimation as applied to real estate
Several institutions measure the impact of physical risks on real estate. They overcome the lack of data using proxies. 
The main solutions are:
• the calculation of the exposure of a portfolio to extreme weather events.
• the calculation of the portfolio value materially exposed to the risk of a rise in sea level and the estimated loss.

The C&E integration into asset allocation
One institution has embedded transition and physical risk by using a three steps approach:

1
Establish risk 
taxonomy to identify 
the most exposed 
business activities.

2
Assess the sensitivity (according to the 
affected EAD) of each sector to the risk 
drivers to identify the possible impact of 
the risks on the business model of the 
counterparties. 

3
Set up a key risk indicator 
to monitor the exposures 
to sectors that have high 
or very high sensitivity.
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Physical risk

The institution had defined two scenarios, orderly and

disruptive, based on the transition towards the Paris

agreement. According to the scenario, the institution has

established the level of investment required from its clients

to achieve the transition.

The institution has analysed the potential risks that could

affect its client portfolio and had assigned a physical risk

score at the client level and collateral level for immovable

properties. The next step is a synthetic client scoring based

on the estimated impact of the different physical risk

scenarios.

Transition risk

Risk Management 4/5
Good Practices 2/3

Operational risk: litigation risk arising from C&E-related controversies
Two developed practices:
• One institution assessed the litigation risk arising from controversies coming from its involvement in the fossil fuel

sector.
• Another institution has developed a process to protect itself from legal controversies when the environmental risk

exceeds its risk appetite (i.e., in the contract is written that the counterpart will improve its environmental profile).

Stress testing: definition of baseline and adverse stress scenarios for physical risks and transition risks
One institution has defined possible stress testing scenarios both for transition risk and for physical risks, together with the 

estimation of the potential impact of each scenario on the institution’s credit portfolio.



Copyright © 2021 – Iason Consulting Ltd. All rights reserved

27

27

Risk Management 5/5
Good Practices 3/3

Market risk: integration of C&E-related criteria in sector and investment policies
One institution has integrated C&E risks through the application of exclusion and phasing out criteria to sector policies for
exposures that are particularly prone to market risks.
These criteria are applied to every market activity, irrespective of their accounting designation, and delineate
boundaries for investment in specific sectors and transactions with counterparties operating in such sectors.

Liquidity risk: assessment of liquidity vulnerabilities arising from C&E risk events
The portfolio is broken down into transaction and physical risks by using a two steps approach:

1
Scoring system based on the potential
impact of C&E risks on liquidity metrics
(i.e., LCR) and definition of relevant
thresholds.

2
Confrontation between the risk metrics in normal
market conditions and the deviations due to C&E risk
drivers. A C&E risk is defined as relevant when it can
cause a drop of the institution metric (LCR) of 5%
from the threshold.
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Disclosures

Observations from the Assessment

Good Practices
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Most of institutions have not integrated into their disclosure policies the considerations that inform their   assessment of 
the materiality of C&E risk information for financial decision-making
Over 20% of institutions disclose the outcome of their assessment regarding the materiality of information
Only one institution has included the underlying considerations in their internal disclosure policy

It is important for disclosure policies to specify how the materiality of information regarding C&E risks is assessed, 

as this assessment drives the decision on whether to disclose certain information.

it is important that institutions conduct an assessment tailored to their business models and risk profiles over 

short and longer time horizons.

Any conclusions on the materiality of information should be measured against concrete quantitative and 

qualitative thresholds.

Assessment of 
the materiality 

of C&E risk 
information

✓ Only a small subset of institutions has integrated C&E risks explicitly into their disclosure policies

Institutions have been taking steps to expand and improve their disclosures on C&E risks in their annual report or

other dedicated reports.

The European Banking Authority is working towards the publication of implementing technical 

standards (ITS) on Pillar 3 disclosures on ESG risks.

The European Commission has adopted a proposal for a Corporate Sustainability Reporting Directive (CSRD) 

that envisages the adoption of EU sustainability reporting standards. 

For institutions it’s important to be transparent about the definitions and methodologies used, in order to 

comprehensively convey their risk profile to market participants.

Disclosures on 
C&E risks

Disclosures 1/2
Observations from the Assessment
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The institution’s disclosure policy describes how its C&E risk disclosures are drawn up, and 

includes:

The definitions underpinning the 

disclosure policy, including the definition 

of materiality

• The disclosure policy provides a list of aspects to be considered for the purpose of assessing the materiality of information. 

• This list encompasses both quantitative and qualitative indicators.

• The policy also lays down the process for performing the materiality assessment and the frequency with which this is done.

• Also define a clause specifying situations in which the materiality assessment would be reviewed prior to the next scheduled 

regular reappraisal. 

• The policy specifically highlights the fact that the materiality assessment is verified and approved by the management body and 

that the risk committee is regularly informed of developments concerning the materiality assessment. 

A description of the relevant steps for the 

preparation of E&E risk disclosures

A reference to the methodlogical

standard used by the institution

Identification of the key

performance and 

reporting indicators

Comparison of indicators 

and reporting

Identification of 

additional indicators and 

information that it can 

already provide in the 

next C&E risk disclosure

Gap analysis conducted 

by the institution respect to 

the European Commission’s 

Guidelines on Non-

Financial Reporting

Disclosures 2/2
Good Practices
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Institutions have started 
paving the way, but the 
pace of progress remains 
slow in most cases

• Many institutions will not have practices in place that are aligned with the ECB’s
supervisory expectations in the near future

• More than half of the institutions will not have completed they plans by the end of 2022

• These institutions may not be able to soundly, effectively and comprehensively manage
C&E risks that they are exposed to

C&E risks into strategies, 
governance and risk 
management 
arrangements are 
constantly evolving

• The ECB is committed to continuing its dialogue with the institutions so that they keep on
strengthening their management of C&E risks

• This report is a key supervisory effort to share observations and good practices for aligning
institutions’ practices with the supervisory expectations

ECB 2022 SSM Climate 
Risk Stress Test

• A supervisory dialogue with each institution was conducted by Joint Supervisory Teams between

August and September 2021

• All institutions received a feedback letter outlining the main short comings as well as an overview

of peer benchmarking

• The ECB is aware that data and methodological gaps may make it difficult to fully implement the

supervisory expectations in some cases

• The ECB expects institutions to adopt a strategic approach and to take intermediate steps as

appropriate
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