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Executive Summary

ECB has concluded its thematic review on climate-related and
environmental risks, which is aimed at fostering the alignment of
the banking sector with its supervisory expectations, set out in its
Guide on climate-related and environmental risks published in
November 2020 to ensure that the banking sector effectively and
comprehensively addresses climate-related and environmental
risks.

▪ ECB launched a variety of supervisory exercises, including the
comprehensive thematic review of institutions’ capabilities to
steer their climate-related and environmental risk strategies
and risk profile to foster alignment with the expectations set out
in the Guide (Expectations 1-10).

▪ The review was conducted in tandem with the first supervisory
stress test on climate-related risks, within which banks’ stress
testing frameworks were assessed, including from a qualitative
perspective (Expectation 11) 1.

The ECB also observed good practices being deployed in relation
to broader environmental risks, with institutions leveraging existing
climate-related risk approaches 2.

1On December 2022, ECB published a report on good practices for climate stress testing. This supervisory report aims to contribute to the dialogue with banks on how to approach climate-related
risks and increase the consistency of practices across the industry. The report highlights which practices are considered preferable to ensure alignment with the ECB’s expectations and offers
suggestions and examples to help banks overcome challenges and meet expectations by the end of 2024 at the latest.

2 Moreover, on December 2022, EBA published its roadmap outlining the objectives and timeline for delivering mandates and tasks in the area of sustainable finance and ESG risks. The areas
involved are: (i) transparency and disclosures: (ii) risk management and supervision, including climate stress tests; (iii) prudential treatment of exposures; (iv) green standards and labels; (v)
greenwashing; (vi) monitoring developments in sustainable finance and institutions’ ESG risk profile and (vii) supervisory reporting. Instead, in December 2022, the Basel Committee has developed
responses to FAQs to clarify how climate-related financial risks may be captured in existing Pillar 1 standards. These FAQs are aim to facilitate consistent interpretation of existing standards given the
unique features of climate-related financial risks and should not be interpreted as changes to the standards.

https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.thematicreviewcerreport112022~2eb322a79c.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.thematicreviewcercompendiumgoodpractices112022~b474fb8ed0.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.202212_ECBreport_on_good_practices_for_CST~539227e0c1.en.pdf?c1b3d7b239907b9530b8cbecb6ebed80
https://www.eba.europa.eu/eba-publishes-its-roadmap-sustainable-finance
https://www.bis.org/press/p221208.htm
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Background
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With the publication of the ECB Guide on climate-related and environmental risks in November 2020, the ECB set out its view that

institutions should take a strategic, forward-looking and comprehensive approach to considering climate-related and environmental

(C&E) risks.

Sample: 107 significant institutions under the direct supervision of the ECB and 79 less significant institutions under the supervision of

national authorities.

The ECB discussed the outcome of the thematic review in the supervisory dialogue between institutions and JSTs.

▪ In addition, the outcome of the thematic review has been incorporated into the 2022 SREP.

In early 2021 institutions were requested to perform a self-assessment of their current practices against the expectations set out in the Guide and to

inform the ECB of their implementation plans for advancing the management of C&E risks.

▪ ECB assessed institutions’ level of preparedness and the adequacy of their implementation plans.

▪ ECB observed that none of the institutions were close to fully aligning their practices with supervisory expectations. Moreover, few institutions

had put in place C&E risk practices with a discernible impact on their strategies and risk profiles.

With the 2022 thematic review, the ECB conducted further deep dives into institutions’ C&E risk strategies, as well as their governance and risk

management frameworks and processes.

▪ ECB assessed and evaluated the soundness and comprehensiveness of institutions’ key policies and procedures, as well as their ability to

effectively steer their C&E risk strategies and risk profiles.
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The main sources of input for the thematic review were

dedicated questionnaires supplemented with underlying

documentation and a series of meetings with the

institutions (see graph to the side).

▪ The review consisted of four core modules and three

risk-specific modules.

▪ Each assessment module consists of a set of assessment

objectives, aimed at establishing comparative

alignment with the ECB’s supervisory expectations.

The institution’s practices are assessed from three

complementary perspectives, namely their soundness,

comprehensiveness and effectiveness.

As a follow-up to the supervisory feedback on their

implementation plans in 2021, institutions also had to submit

their updated plans as part of the thematic review.

▪ The ECB assessed whether the institution uses these

updated plans as an effective steering instrument to

advance its practices towards alignment with the

supervisory expectations.
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Follow-up of the Assessment
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Each significant institution has received a feedback letter

setting out any shortcomings vis-à-vis the supervisory

expectations.

ECB set institution-specific remediation timelines for achieving

full alignment with the expectations by the end of 2024,

providing details on intermediate steps (see graph to the

side). Moreover, it expects institutions to reach the following

milestones:

▪ by the end of March 2023, to have in place a sound and

comprehensive materiality assessment, including robust

scanning of the business environment

▪ by the end of 2023, to manage C&E risks with an

institution-wide approach covering business strategy,

governance, risk appetite and risk management, (credit,

operational, market and liquidity)

▪ by the end of 2024, to be fully aligned with all supervisory

expectations, including having in place a sound

integration of C&E risks in their stress testing framework

and ICAAP

For a small number of institutions, the outcome of the 2022

supervisory exercises had an impact on their SREP scores.

These in turn, have an impact on their Pillar 2 capital

requirements.
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Overview

Results 1/11
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The outcome of the 2022 thematic review shows that most institutions

have at least basic practices in place for most of the expectations (see

graph to the side).

▪ Not a single institution covered all the areas of risks they are or are

likely to be materially exposed to.

▪ Only a small group of leading institutions has advanced practices

that rely on sufficiently granular and forward-looking information.

▪ Smaller institutions demonstrate having greater resource constraints

does not necessarily impede progress on practices to manage C&E

risks.

While many institutions are on track with the implementation of their

planned actions, a group of institutions is not following through.

▪ In most cases, this progress was limited and not substantial enough to

ensure alignment with the supervisory expectations in a timely

manner.

▪ Many institutions have practices that are not effectively implemented

and have not made substantial progress on their action plans.

▪ The absence of effective steering arrangements, lack of controls,

particularly in the third line of defense, and/or a strikingly low

appreciation of capacity and resource needs often play a major role.
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▪ Four out of five institutions reported that they are materially exposed to climate-related risks.

▪ Out of the 21 institutions that did not report that they were materially exposed, the supervisory assessment showed that not a

single institution had comprehensively covered its main risk types and main portfolios (no institution has yet emerged that has

comprehensively considered its exposures to C&E risks and concluded that it is not materially exposed).

While institutions’ views on their exposures to C&E risks is improving, large blind spots persist in most institutions:

▪ Institutions do not comprehensively consider relevant risk drivers.

▪ Institutions do not comprehensively consider the various time horizons over which the risks can materialise

▪ Institutions often do not consider their main business lines and the geographies in which they are active in their assessments.

Most institutions deploy largely qualitative approaches to assess materiality of C&E risk drivers on traditional categories of prudential

risks.

▪ Such qualitative assessments provide institutions with a holistic view of areas of impact and potential pockets of risk.

▪ Many institutions use such initial assessments as a basis for further targeting more quantitative approaches using the outcomes of

the initial assessments.

Expectation 7.2: Institutions are expected to comprehensively include climate-related and environmental risks in their assessment of

materiality for all of their business areas in the short, medium and long term under various scenarios.

Most institutions have assessed how they could be impacted by climate change and the transition to a low-carbon economy. 
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Most institutions monitor the impact of climate change on their business environment but are still unaware of areas of risk that may

endanger the resilience of their business model (expert judgement or group-level analyses with not longer time horizons).

Most institutions have started to determine the impact of climate-related risks on their business strategy and established an initial set of

KPIs for their strategic response.

▪ Institutions still lack steering capabilities to implement their strategic response to climate-related risks.

▪ Several leading institutions employ forward-looking tools to determine the impact of climate-related risks on their business strategy

and use the results as a basis for concrete strategic actions.

▪ In nine out of ten cases, the ECB found that institutions’ strategies do not respond to all the material risks to which they are exposed or

are likely to be exposed.

▪ Overall, institutions are still taking a wait-and-see approach in their strategic response to climate-related risks.

Expectation 1: Institutions are expected to understand the impact of climate-related and environmental risks on the business environment in

which they operate, in the short, medium and long term, in order to be able to make informed strategic and business decisions.

Many institutions have taken steps to understand how climate-related risks might impact their business model and set out initial strategic

responses, but their strategies do not yet make their business model resilient to these risks or address all risks comprehensively.

Expectation 2: When determining and implementing their business strategy, institutions are expected to integrate climate-related and

environmental risks that impact their business environment in the short, medium or long term.
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Most institutions have assigned roles and responsibilities for climate-related risks to management body or its sub-committees.

▪ About half of institutions do not yet regularly monitor the collective suitability of members of the management body and actively

involve all the relevant functions.

An increasing number of institutions have recognised the importance of collecting data and taken initial steps in this respect, performing

gap analyses and setting out follow-up actions.

▪ A small group of leading institutions systematically collects the data needed for climate-related risk management, but the collection

of granular data is still in its early stages and part of this data is sourced externally.

▪ Institutions should be aware of the limitations of using proxy-level data.

Despite being generally in the early stages of efforts to overcome data gaps, most institutions provide the management body with at least

some climate-related risk information.

Expectation 3: The management body is expected to consider climate-related and environmental risks when developing the institution’s overall

business strategy, business objectives and risk management framework and to exercise effective oversight of climate-related and environmental

risks.

Institutions have improved their organisational structure and gained awareness of data gaps but are still in the early stages of tackling climate-

related risks in a granular.

The management body frequently receives some information on climate-related risks monitored using a set of KRIs but is not always able to

effectively manage these risks, as monitoring and reporting are mostly performed without granular and forward-looking data.

Expectation 6: For the purposes of internal reporting, institutions are expected to report aggregated risk data that reflect their exposures to

climate-related and environmental risks with a view to enabling the management body and relevant sub-committees to make informed

decisions
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Institutions have generally bolstered their risk appetite framework by including climate-related KRIs albeit not always in a granular

manner and often without specifying consequences for indicator breaches.

▪ Institutions without granular KRIs typically use qualitative statements and often focus on exposures to sectors traditionally linked to

elevated climate-related risks.

The ECB also observes that no institution has yet taken a bank-wide approach to establish KRIs, setting them at the highest level of

consolidation and do not cascade them down to relevant business lines and portfolios.

Most institutions have at least defined tasks for the management of climate-related risks by their first and second lines of defence.

▪ Few institutions define the tasks and responsibilities of the internal audit function, which is expected to review the extent to which an

institution is equipped to manage C&E risks.

Most of the time, institutions’ governance, risk appetite and reporting frameworks do not cover all areas of material risk or consider the

need to adjust the institution’s IT infrastructure.

▪ There is frequently a disconnect between institutions’ materiality assessment and their governance, risk appetite and reporting

practices.

Adjustment of remuneration policies to stimulate behavior consistent with a climate-related approach is still in its early stages.

▪ Remuneration practices frequently relate to short-term targets, but do not properly reflect the long-term nature of climate-related

risks and the institution’s response thereto.

Expectation 4: Institutions are expected to explicitly include climate-related and environmental risks in their risk appetite framework.

Expectation 5: Institutions are expected to assign responsibility for the management of climate-related and environmental risks within the

organisational structure in accordance with the three lines of defence model.
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Most institutions use at least basic quantification methods to measure climate-related risks.

Many institutions have started to consider climate-related risks in their assessment of economic capital adequacy.

Expectation 7: Institutions are expected to incorporate climate-related and environmental risks as drivers of existing risk categories into their risk

management framework, with a view to managing, monitoring and mitigating these over a sufficiently long-term horizon, and to review their

arrangements on a regular basis. Institutions are expected to identify and quantify these risks within their overall process of ensuring capital

adequacy.

Almost all institutions use at least basic quantification methods, employing proxies and assumptions when data availability is limited, and

a quarter of institutions have advanced and/or forward-looking quantification methods to measure these risks.

▪ Institutions’ exercises are conducted in isolation and are not well embedded in day-to-day practices.



Copyright © 2023 – Iason Consulting Ltd. All rights reserved

15

Risk Management Framework 2/2

Results 7/11

15

While many institutions have started to consider climate-related risks in their assessment of economic capital adequacy, in

most cases this remains a qualitative assessment.

▪ Only a handful of institutions has allocated economic capital specifically to the management of material climate-related

risks and a quarter of the institutions have included the climate-related risks in their IRB models.
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Risk Management Processes: Credit Risk Management

Results 8/11
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Expectation 8: In their credit risk management institutions are expected to consider climate-related and environmental risks at all relevant stages

of the credit-granting processes and to monitor the risks in their portfolios.

Only few institutions have put in place at least basic climate-related risk practices across all stages of the credit risk management cycle.

The graph shows the cumulative percentage of institutions that

have at least basic climate-related risk practices in place across

various stages of the credit risk management cycle.

▪ Only a quarter of institutions have have put in place at least

basic climate-related risk practices across all stages of the

credit risk management cycle.

▪ Most institutions have integrated climate-related risks into the

credit-granting and client on-boarding processes.

▪ In the subsequent stages of the credit management cycle,

the level of climate-related risk integration is more limited.

▪ Credit risk management practices often do not yet

comprehensively cover all material portfolios and risk

drivers.



Copyright © 2023 – Iason Consulting Ltd. All rights reserved

17

Risk Management Processes: Operational Risk Management

Results 9/11

17

Expectation 9: Institutions are expected to consider how climate-related and environmental events could have an adverse impact on business

continuity and the extent to which the nature of their activities could increase reputational and/or liability risks.

Institutions are starting to account for both physical and transition risk drivers in their operational risk management.

Institutions have performed an impact analysis on the

possible consequences for business continuity and have

a process in place to restore critical services if needed.

▪ Institutions may still underestimate the impact on their

operations.

The graph shows that less than half of the institutions have considered

the need to implement mitigating actions.

▪ Most institutions have integrated the consideration of climate-

related risks into their framework for reputational risk, as well as for

liability and/or litigation risks in a high-level manner.

▪ Less than half of the institutions have a process in place to

evaluate, score and monitor relative levels of climate-related

reputational risks or liability/litigation risks at the client-level.
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Risk Management Processes: Market Risk Management
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Expectation 10: Institutions are expected to monitor on an ongoing basis the effect of climate-related and environmental factors on their

current market risk positions and future investments, and to develop stress tests that incorporate climate-related and environmental risks.

Most institutions within the scope of the market risk module have taken initial steps towards integrating climate-related risks in the 

investment process and portfolio monitoring

The graph shows that more than half of the institutions have

documented climate-related exclusion criteria for specific types of

investment and are conducting portfolio analysis to assess climate-

related market risks.

Only a small subset of institutions has more advanced practices in

place that assess and monitor climate-related market risks,

including compared with other risk types.

▪ The graph shows that less than one-fifth of institutions have

adopted existing market risk metrics based on climate-related

factors and only a handful of institutions perform a climate-

related due diligence of transactions.
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Expectation 7: Institutions are expected to incorporate climate-related and environmental risks as drivers of existing risk categories into their risk

management framework, with a view to managing, monitoring and mitigating these over a sufficiently long-term horizon, and to review their

arrangements on a regular basis. Institutions are expected to identify and quantify these risks within their overall process of ensuring capital

adequacy.

While still lagging climate risk management, institutions are following a similar path for the management of other environmental risks.

The graph shows that institutions are more advanced in terms of assessing materiality

for climate-related risks than for other environmental risks (i.e., pollution, water stress

and biodiversity loss).

Institutions are improving their understanding of the impact of environmental risks on

their risk profile and business model.

▪ More than one-third of institutions have still not considered environmental risks in

their materiality assessments

▪ Over half of the institutions have started qualitative identification of environmental

risk drivers, other than climate-related, through expert-based judgement and/or

descriptive observations.

A group of institutions is leading the way in developing ways of quantifying such risk

drivers but have yet to systematically integrate the risks in their risk management

framework.

▪ A handful of leading institutions has also started deploying quantitative

approaches.
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Assessment of Materiality

Best Practices 1/5

21

Identification of Risk Drivers

The institutions have developed a bottom-up approach based on the identification of internal - analysis of
departments with specific expertise on C&E risks - and external - studies of scientific literature and publications from
internationally renowned - bodies of knowledge.

Following the initial identification of risk drivers, one institution uses heatmapping to determine the severity level of each
of the identified physical and transition risk drivers for each of the sectors in which it is active.

Identification of Exposures

Depending on the type of exposure and risk driver in scope, institutions deploy different qualitative and quantitative

approaches to assess the materiality of the risks.

Determination of Materiality

It is a process that needs to be done at least on an annual basis, using its internal definition.

A strategic approach is determined to address all their material C&E risks, using a comprehensive range of risk
management tools through the determination of thresholds and follow-up actions taken in direct response to identified
areas of material risk and to ensure the resilience of their business model.
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Strategic Approaches

The institutions have taken a strategic approach to managing transition risks, following best practices on:

▪ Transition planning, used as a means of managing transition risks. The institutions draw a link between their
assessment of material transition risk drivers, strategic targets, risk appetite framework and risk management tools. In
addition, they use this integrated framework as an input when rolling out their transition finance product offering

▪ Target-setting process integrated in C&E risks.

▪ Transition products by institutions, whit the purpose of offering a variety of products and advisory services to support
their clients in the transition to a low-carbon economy.

Strategic Tools

Institutions use client engagement as a steering tool to implement their strategic approaches to managing transition
risk.

▪ Where clients do not yet meet the institution’s requirements, the continuation of the client relationship is subject to

the client taking remedial action.

▪ Institutions and the relevant clients might draw up an action plan that is regularly monitored. In this context,
institutions also offer specific products to support the client in transforming its business model.
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Business Strategy 1/2
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Management Body

The committee provides advice on (i) the need to make changes to the environmental strategy and implementing
policies, (ii) the institution’s net-zero commitments, (iii) the appropriateness of the institution’s risk appetite framework
and (iv) the adequacy of its risk management processes with respect to C&E risks.

Remuneration

Institutions are integrating C&E risks into the variable remuneration components for members of the management body
and senior managers and base these variable remuneration components on KPIs that track whether predefined
targets have been met.

Organisational Structure

Institutions adopt two lines of defence:
▪ second line of defence, the institution has included greenwashing risk considerations into the governance framework

for its products and services, effecting dedicated compliance checks.
▪ third line of defence, institutions have assigned roles and responsibilities of the internal audit function for C&E-related

risks and included these risks in the multi-year audit plans approved by the audit committee.
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Risk Appetite

Institutions have developed granular and forward-looking KRIs: (i) to track on an ongoing basis the institution’s
exposures and (ii) to monitor the roll-out of or level of adherence to climate-related risk management policies.

The outcome of the assessment triggers the initiation of client engagement efforts with clients exposed to elevated C&E
risks.

Reporting

Institutions have put in place governance structures to support their C&E risk-related data strategy and align their
practices for internal reporting on climate-related risks with their risk appetite frameworks, risk management tools and
climate-related business strategy.
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Risk Management

Best Practices 5/5
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Risk Management

Institutions are allocating economic capital specifically to the management of physical and transition risks and integrating this in

their rating system for probability of default.

Institutions assess capital adequacy using scenario analysis in their ICAAP, covering market, credit and operational risks.

Institutions are including C&E risks in their internal ratings-based models, for example by using qualitative variables or rating overrides

in their PD rating systems. In such cases, risks may also be reflected in loan pricing via credit and funding cost price calculations or

through expected profit margins.

Environmental Risk Management

▪ Commitments: institutions commit to standards to protect and restore biodiversity, setting specific targets and/or committing to

assess, monitor, mitigate and report on impacts.

▪ Exclusions: institutions restrict the financing of certain controversial activities.

▪ Due diligence: institutions implemented a classification system to identify which clients are most exposed to other

environmental risk drivers, such as biodiversity loss, water stress and pollution.

▪ Target-setting: institutions start setting targets to reduce adverse environmental impacts of their financed activities, or by

committing for its financing to have a positive impact on biodiversity by 2030.

▪ Heat-mapping: institutions develop portfolio analysis to identify pockets of environmental risk.

▪ Biodiversity foot printing: institutions have developed ways to measure biodiversity risks.
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