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July 15, 2024 

 

Basel Committee on Banking Supervision  

Bank for International Settlements  

CH-4002 Basel 

Switzerland 

Via BCBS Comment Upload 

 

Re:  Response to BCBS Discussion Paper: The Role of Climate Scenario Analysis in 

Strengthening the Management and Supervision of Climate-Related Financial Risks 

 

Dear Basel Committee on Banking Supervision: 

It is a pleasure to submit comments on behalf of Ceres and the Ceres Accelerator for Sustainable 

Capital Markets. Ceres is a nonprofit advocacy organization with over 30 years of experience 

working to accelerate the transition to a cleaner, more just, and sustainable world. Our Investor 

Network currently includes over 220 institutional investors that collectively manage over $44 

trillion in assets. Ceres is a founding partner of the Net Zero Asset Managers Initiative and the 

Paris Aligned Investor Initiative, which supports investors in aligning their investments and 

portfolios with the goal of a net zero emissions economy by 2050 or sooner. Our Company 

Network includes 50 major corporations representing industries and sectors across the economy 

with whom we work on an in-depth basis on climate strategy and disclosure, among other issues. 

Our Policy Network includes some of the most well-known brands in the U.S. with whom we work 

on a range of state and federal policy issues. 

The Accelerator aims to transform the practices and policies that govern capital markets by 

engaging federal and state regulators, financial institutions, investors, and corporate boards to act 

on climate change as a systemic financial risk. The comments provided herein represent only the 

opinions of Ceres, and do not necessarily infer endorsement by each member of our Investor, 

Company, or Policy networks.  

I. INTRODUCTION 

Ceres has made extensive efforts to improve climate-related financial risk supervision, 

management, and disclosure. This includes engagements with and comments to U.S. banking and 

securities regulators, as well as the BIS and other international organizations and governments. 

Last year, we provided feedback to the Federal Reserve on its pilot climate scenario analysis (CSA) 

exercise with the six largest U.S. banks, and reviewed progress of U.S. federal financial regulators 

on conducting CSA in our annual Climate Risk Scorecard. We have also provided feedback on 

multiple BCBS consultations, including its climate principles and disclosure of climate-related 

risks. While CSA is not the only prudential tool regulators and financial institutions should employ 

https://www.ceres.org/homepage
https://www.bis.org/bcbs/commentupload.htm
https://www.bis.org/bcbs/publ/d572.pdf
https://www.bis.org/bcbs/publ/d572.pdf
https://ceres.org/homepage
https://www.ceres.org/
https://www.ceres.org/
https://www.ceres.org/networks/ceres-investor-network
https://www.ceres.org/networks/ceres-investor-network
https://www.ceres.org/climate/net-zero-asset-managers-initiative
https://www.ceres.org/climate/paris-aligned-investment-initiative
https://www.ceres.org/networks/ceres-company-network
https://www.ceres.org/networks/ceres-company-network
https://www.ceres.org/networks/ceres-policy-network
https://assets.ceres.org/sites/default/files/Docket%20No.%20OP-1793_Climate%20Principles_2.6.23_Ceres.pdf
https://www.ceres.org/resources/assessments/climate-risk-scorecard
https://ceres.my.salesforce.com/sfc/p/A0000000ZqYY/a/5c0000005vwf/BlcybsK56.g7.QdyqhA.L9xcAVUjN9zObZ8QIONLt0I
https://ceres.my.salesforce.com/sfc/p/A0000000ZqYY/a/V4000000MtKP/f2FtfrTvqS8jzGq1heD40k0LggoNGGIr2xYp5l_2hWM
https://ceres.my.salesforce.com/sfc/p/A0000000ZqYY/a/V4000000MtKP/f2FtfrTvqS8jzGq1heD40k0LggoNGGIr2xYp5l_2hWM
https://lawecommons.luc.edu/cgi/viewcontent.cgi?article=1464&context=luclj
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when undertaking climate risk management, it is an important component in identifying potential 

exposures and how to address them – including associated opportunities.  

II. RESPONSE TO QUESTIONS 

A. Assessment of Business Model Resilience and Business Strategy Building 

1. Q1: How does the role of CSA vary based on the objectives listed above, and 

are there other prudential objectives where CSA could be relevant? 

Objectives (A) risk identification, (B) risk management processes, (C) internal and supervisory 

capital and liquidity assessments, and (D) assessment of business model resilience and business 

strategy building correspond to the roles listed in the Annex: 

Identify and quantify climate-related financial risks A, C, D 

Incorporate risks assessed as material over relevant time horizons into their internal capital 

and liquidity adequacy assessment processes, including in their stress testing programmes 

where appropriate 

B, C, D 

Consider a sudden shock scenario for the trading book A, C, D 

Assess the resilience of business models and strategies A, B, C, D 

Determine the impact on the overall risk profile B, C, D 

Identify relevant climate-related risk factors A 

Measure vulnerability to climate-related risks A, C, D 

Estimate exposures and potential losses B, C, D 

Diagnose data and methodological limitations A, B 

Inform the adequacy of risk management frameworks B, C, D 

Inform the adequacy of risk mitigation options B, C, D 

Ensure banks identify and regularly assess the impact of climate-related risk drivers on their 

risk profile 

A, B, C, D 

Ensure that material climate-related financial risks are adequately considered in their 

management of credit, market, liquidity, operational and other types of risk 

B, C, D 

Ensure banks consider a range of mitigation options to manage and control material climate-

related risks 

B, C, D 

Ensure banks consider climate-related financial risks assessed as material over relevant 

horizons within their internal capital and liquidity adequacy assessments 

A, B, C, D 

Ensure banks assess the resilience of their business models and strategies to a range of 

plausible climate-related outcomes 

A, B, C, D 

Identify relevant risk factors A 

Size portfolio exposures A, C, D 

https://www.ceres.org/homepage
https://assets.ceres.org/sites/default/files/reports/2023-11/Ceres%20Sustainable%20Finance%20Opportunities%20Guide.pdf
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Identify data gaps and inform the adequacy of risk management approaches A, B, C, D 

Evaluate a bank’s financial position under severe but plausible scenarios B, C, D 

 

Other relevant roles of CSA include: 

• Identifying transmission channels 

• Identifying sectoral and geographic concentrations 

• Distinguishing how different climate risks may be correlated and how feedback loops may 

amplify risks 

• Identify how climate risks are interconnected with other risk categories such as operational, 

credit, market, and reputational 

• Identifying how climate risks may result in financial contagion 

• Ensure material risks are communicated with stakeholders including regulators and 

investors 

• Prioritizing research and setting policy based on identified risks, concentrations, and 

data/methodological gaps 

Other prudential objectives where CSA is relevant include: 

• Enhancing disclosure and transparency of risks1 

• Assessing financial system-wide risks 

• Assessing macroeconomic impacts 

• Informing policymakers by providing evidence-based analyses of potential risks and their 

implications for individual firms and the financial system as a whole 

• Informing policymakers how different climate scenarios may impact various market 

segments (e.g. firm size, geography, demography) asymmetrically 

 

 

 

 
1 Disclosure of information related to CSA methodology, objectives, data, inputs, and results supports prudential 

objectives, providing information on exposures and vulnerabilities that allows regulators to assess bank management 

of those risks, whether additional actions are needed, and potential impacts on the financial system more broadly. 

There is also growing concern about the safety and soundness of banks’ long term financial decisions, and 

transparency and public access would go a long way to addressing these questions. Multiple disclosure standards are 

emerging globally – e.g. IFRS, EBA, U.S. SEC – and a consistent framework would facilitate easier comparisons 

within and across financial institutions, helping stakeholders assess overall risk profiles. We encourage the Committee 

to integrate CSA-related information into its final framework on Pillar 3 disclosure requirements for climate-related 

financial risks.  

https://www.ceres.org/homepage
https://ceres.org/news-center/press-releases/record-number-negotiated-agreements-between-investors-and-companies-2022
https://justcapital.com/reports/americans-want-transparency-on-esg-and-federal-requirements/
https://www.ifrs.org/issued-standards/ifrs-sustainability-standards-navigator/
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Draft%20Technical%20Standards/2022/1026171/EBA%20draft%20ITS%20on%20Pillar%203%20disclosures%20on%20ESG%20risks.pdf
https://www.sec.gov/files/rules/final/2024/33-11275.pdf
https://ceres.my.salesforce.com/sfc/p/#A0000000ZqYY/a/V4000000MtKP/f2FtfrTvqS8jzGq1heD40k0LggoNGGIr2xYp5l_2hWM
https://www.bis.org/bcbs/publ/d560.htm
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B. Building Constraints for the Application of Scenario Analysis and Stress Testing 

1. Q2: What are the key challenges in the application of CSA and how can they 

be overcome? 

Data availability and quality 

Reliable and comprehensive data on climate risks and their financial impacts is often still lacking, 

and historical data is increasingly insufficient to project future climate scenarios accurately. 

Additionally, even with considerable client engagement, institutions face difficulty in obtaining 

borrower-specific climate data (e.g. GHG emissions). Where direct data is unavailable, CSA can 

use proxies or estimates supplemented with expert judgement and peer-reviewed methodologies, 

as well as a combination of top-down/sectoral statistics and bottom-up/firm-level data to improve 

accuracy. Banks and regulators can also collaborate with each other, other governments, third-

party data providers, academic institutions, and climate scientists to access high-quality data, 

eventually building out internal data collection and data management capabilities to improve 

quality and granularity.  

Model selection and standardization 

The nature of climate risk makes it difficult to standardize assessment approaches, with long time 

horizons and uncertainty around how policy and socioeconomic factors may evolve or how risks 

vary by region and sector. Many institutions are unsure which climate scenarios are most relevant 

for their business model, or the most relevant scenarios may not provide sufficient detail in some 

areas critical to that institution. CSA can provide a framework for exploring how risks may evolve 

through a variety of models and scenarios, capturing a wide range of variables, transmission 

channels, and outcomes, including best- and worst-case scenarios – with model characteristics and 

key scenario features differing based on the purpose of the exercise (e.g. exploratory v. 

organizational resilience v. prudential, micro- v. macroprudential, etc.).  

Sensitivity analyses can also help to understand the impact key assumptions and parameters have 

on CSA outcomes. As models improve, banks can use a mix of climate-economy models and 

adapted macroeconomic models to develop more comprehensive scenarios. Regulators should 

leverage the widely utilized frameworks provided by NGFS, IEA, and TCFD to develop scenarios 

suitable for their regulated entities. Regulators should also develop and provide clear guidelines, 

standards, and best practices to ensure comparability across firms. However, given the uncertain 

nature of future climate risk and limited granular data availability, using the same models and 

methodologies could lead to major systemic risk if assumptions are biased or misunderstood. To 

help counteract this possible risk and capture a more complete view of exposures and 

vulnerabilities, regulators should also employ qualitative exercises. Likewise, scenarios should 

limit reliance on unproven technologies such as carbon capture, particularly in net-zero scenarios.  

 

https://www.ceres.org/homepage
https://www.frontiersin.org/journals/climate/articles/10.3389/fclim.2023.1146402/full
https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2023/05/Purposeful-scenario-analysis_Policy-insight.pdf
https://iopscience.iop.org/article/10.1088/2752-5295/ac856f/pdf
https://elsevier-ssrn-document-store-prod.s3.amazonaws.com/23/03/03/ssrn_id4377363_code1702749.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjEJz%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJHMEUCIA8VUDNBfjhi8vavr6xN1zNimSAC5gMuwCkpIJroxWalAiEA%2B4%2FbFPSNmV3k3pVdYJlCaaGR0vFafMZwOnifwHXscc4qvgUIZRAEGgwzMDg0NzUzMDEyNTciDAGJ8BLpv70ljdzUjyqbBUHseI3hShW%2BqUVQpjkGPlm4XaaTdaIfjlQLjpOucfvw9d1M9U2YA%2FCOkDc3ouucoX8mCLDtM5mZoWrp2LZhsRcjymQMGKzpVD11nEWdlCls01gl2hFPWdH39IJ%2BS3HzRMhQHmmeRFZvacBh6wM%2BAqcDkpoSEpjMHhE%2Bm6tLq1TST%2FfH15WXdO5%2Bcl5bvAIWuABekjKO9GLFn4vJZ5Yzl6o1J4VbAxhzncU9At5Zobrl5DJh3hIr%2BA10IUyN6O5YfhSkPiqJBAbaFljNyuSXirta66IL9jET2re6Zcb%2B0BAKqWzkm0e2HZwBcMkPH0XKCn2KxB8Oyq%2F2fkJe6nZjQ%2FMgkHj19f4Ua4oN8XJJ%2B%2FJe2wiQAbmwiq9n71LAvZDA%2BS20WtTbx2vP0MyCluH%2FbNeWVJp42f%2BtjzjxtCKzLSPSDt7lrEoiHxMhRb4llTd68znpGtkLqwKB7aFLtr25L1cnOf4fosXjlA4FN8dP7OUf0zQRtnQHSstlNFknkBiriz7Wz3KN1WASohaW13rIUEjhds75LE5GIesDSJCrQlY7brh7u5MzQMlCB7LUKOUBcwzp6d6NWwfUjazO2ixBZtqd2SKDn0MPOfkwjSSdPGdK0Jng3RmIIbspEN%2F4i9LDnQ6GUIvTjvCF3afKhI4ZwxBmEPuPr0aXOyTYIvtyfj5iOD%2F272axgc7d%2B%2B939Vm7yeElZ78zW%2BgN1DhA2shWb54z6z29iLya25ogd%2FpC89pesl1F95MxaMtofi4OBlSvCbHoNaWmZKcYVtGvFzAsUIy1M2fprFowd%2BWfxGB4il6bzfad1aSAd%2B%2FiOFkLlZpe9TcWvbIexE%2B6TrF972UZiOutgTwcLkpY9alu0VQ24FEDCiSi8JL%2Fd38uOkYw0OrAtAY6sQGQ7YH8ONMBE2h84VeDTDydvIMK4%2BEpeRbTj2FtojOdiirURMATtvGIx2Ltz0rzH1I1BGKxr0bSGtUd3atTrJ2B2I%2FPjyiVK61XJqC0xNvMDqaKGRukC%2FQB%2FO7yM77MsN6pEdpsUAT4%2BJkB9Df%2FhRRQvUNubMrrFHZ%2BFTXIYUm2zdH9XWCLyH75JSC%2BpXEyNH%2FJdOJfYHRmHHuiT9Y67lLDFY3uarW13Bmq7r%2F1sUdOz5U%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20240711T195448Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWEZFLGUKCD%2F20240711%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=b4ab7be0315f83d4100fd2e9cada8e6d1b441b9612834e1e65ac8af185c36625
https://elsevier-ssrn-document-store-prod.s3.amazonaws.com/23/02/07/ssrn_id4350472_code515502.pdf?response-content-disposition=inline&X-Amz-Security-Token=IQoJb3JpZ2luX2VjEK7%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FwEaCXVzLWVhc3QtMSJIMEYCIQCFuIXguKAJtoR%2FMBAx%2F38Kuzi%2BBcA1W24ofqeW%2BBFfPgIhAJdzVvnzNu9ANIFU1aUZCiep8h8BZ87Ekv26sZpo5GwDKr4FCHcQBBoMMzA4NDc1MzAxMjU3IgxOeFEUolZ14CBCBPUqmwXqzM6vxrBNPc%2BVlE0nU9er2iQP9pGgterm6N5dJ8uXtqU8FhO2k6iScOrq3YnNRRwifDXzrvyfolH9wmVOwC5%2F6v%2BjobRCooE2GEcLjZ%2FoqS1fWttp%2F%2BQZFPVbcoB%2FGpz97ItpIRm2kgEfI%2FtKQ2qs2Fa3o%2FyOwi3PkyPrWsOQ4K3YoqHqH3SAjl1JIcSlMN2Rn9wDx4qI3bFJcMuo5MHdgz3fKLCwpVfdJJ%2BO9Uw4R6McBEX%2FCKcKZTH%2BojRoaKsYJyrtkHM7K17bnusbq2aPCksJc%2BgWIZypphmThstZLBcl%2BxP66LTt4NfTZWFz6x8ZGXB5PtpRyB5BVbBM%2B0kPBs0YW5voMT4AwvHXE41zDkYhKrVzdMjhsPlazQQOoBRfYuBzZspOC%2F2Q%2FZJwlgaN7yHLE00FLnRCyqY2P7twPyqfc60P61RAxagYf4jcgNu%2FmoCrwE%2Bn%2B1S4GY%2B5O3jDcDHIm3MW93svLDkBA54%2BFYvqwPW89WjWG5B9aa01hFjOAlqmPXCvO2AUMAN%2Bf3AK5LtsTNWoLri1LPv2XSiYVuagHHbk%2BcMVbcms%2F8YQEq9dQ6vwh9R3AV34Vy3xhO79BwnkCIHQ063aVHTGEtn2ROj0mMZHm7j9C27aXqvWit4dWzLntNl%2F2j2V%2F%2FwZ%2B7NolQ5VzYgzWSfEUopajcrU9%2F1R1mKChQH4Mqt1OTHPh31Aqoa12PChgSEeSpCf0d9IQvsch2WMSXGpJqmU6pjQXf8pJq%2BB7CnztmzTMPSGXALJlrtz5Yc3WLtZNMdNqCMHUQa%2BsKYRmviREQj8HwO4xuVIkt2C7VZ7BIeTRwUpq4KMlWaVO1OpBpJiQ6Ik8DeW1%2B%2BmcoWlA9%2FrwLCQCG7Azhk6oYJG%2F8z0w9G8MPTixLQGOrAB7PWfKGW03awge3lansCXv2UELmioX87i80xR7LeHQLCMOjX6SFTUwObtsA1deO%2BXGk%2BWS9gO9APFNSLJzxlLQtr2%2FHnNPRcxYlucUUr3ALxG2zsMvyEmRBCwPppg80ea8Vlk4y1z%2B9F3y22Q20%2BF8QifiB99TXCe75hczUlGYfD9LsggwW%2BmNEzqeaoc80Jx2eBHaEx3oW8Uc%2Brrk9UhFiHHrjb2VowEpbkRVlp7Uaw%3D&X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Date=20240712T135012Z&X-Amz-SignedHeaders=host&X-Amz-Expires=300&X-Amz-Credential=ASIAUPUUPRWERUCOO7V5%2F20240712%2Fus-east-1%2Fs3%2Faws4_request&X-Amz-Signature=a32390596eb648cd395ab0c1a42e91089035aeeedeee25e94f279938a12c23d1
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Long time horizon 

Modeling the impacts of climate scenarios over long time horizons involves high uncertainty and 

requires assumptions about future conditions. The NGFS notes that “[s]ome studies have used 

innovative approaches to account for these potential non-linearities but are still subject to 

uncertainty about future responses and adaptation.” This may substantially underestimate the 

impacts of climate risk on individual institutions and the financial system as a whole. To address 

these issues in their 2021 exercises, the European Central Bank and the Bank of England had 

participants assume the nominal size and composition of their balances sheets to be fixed in the 

first part of the exercise while removing the constraint in the second part, instructing participants 

to qualitatively and quantitatively identify how they would manage and reduce their risks.  

Exogenous treatment of climate risk 

CSA generally does not identify financial institutions as endogenous to climate risk. However, 

financial institutions often contribute to the underlying causes of climate risk through financing 

and investing in fossil fuel companies and other carbon-intensive industries. These risks permeate 

the financial system through the pooling and selling of loans, mortgages, and other assets, as well 

as through credit exposures, hedging, and insurance coverage. A financial institution’s own actions 

that may contribute to climate risk at present or in the future should be considered in scenario 

building and as part of risk mitigation.  

2. Q3: What are the key areas where CSA methodologies and capabilities need 

to be further developed to be useful and relevant for the different objectives 

listed in this paper? 

CSA methodologies and capabilities need to be further developed in several areas to be useful and 

relevant for the objectives identified by this discussion paper, including:  

• Data collection – the availability and quality of climate-related data at a granular level is 

needed to better identify specific exposures and sensitivities 

• Integrated models – models must be able to integrate the interaction between physical and 

transition risks, as well as the interactions between risks or compounding effects of 

multiple concurrent or consecutive events – which may vary based on sector and region 

• Expanded risk assessments – scenarios should capture impact on all traditional risk 

categories (credit, market, operational, liquidity) as well as a wider scope of physical and 

transition risks (e.g. multi-hazard and multi-risk scenarios, second-order impacts, 

correlated risks, contagion) across all relevant portfolios, sectors, and geographies 

• Insurance assumptions – the ability of insurance to act as a mitigant by absorbing losses 

and tail risks is increasingly uncertain; models should incorporate a variety of assumptions 

regarding insurance availability and coverage 

https://www.ceres.org/homepage
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_guide_scenario_analysis_final.pdf
https://op.europa.eu/en/publication-detail/-/publication/25fa8307-2199-11ec-bd8e-01aa75ed71a1/language-en/format-PDF
https://www.bankofengland.co.uk/-/media/boe/files/stress-testing/2021/the-2021-biennial-exploratory-scenario-on-the-financial-risks-from-climate-change.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2024/html/ssm.sp240314~da639a526a.en.html
https://www.ecb.europa.eu/ecb/climate/climate/html/index.en.html
https://assets.ceres.org/sites/default/files/reports/2023-08/Changing%20Climate%20for%20the%20Insurance%20Sector_%20Research%20and%20Insights.pdf
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• Tipping points – as global temperatures surpass the 1.5°C threshold, there are likely to be 

abrupt and nonlinear changes in the climate system that are not accounted for in the 

quadratic damage function used in most CSA models; logarithmic damage functions may 

provide more realistic results 

• Climate scientists – scenarios must be informed and reviewed by climate scientists and 

reflect the most current climate science 

• Longer time horizons – development of methodologies that more accurately project and 

assess long-term climate impacts and financial and economic impacts are necessary to fully 

understand the risks banks face to their safety and soundness 

• Just transition – historically marginalized communities, low income communities, and 

other socially and financially vulnerable communities bear the brunt of climate risks as 

well as risk mitigation efforts; scenarios should incorporate how actions to mitigate climate 

risk may impact these communities as well as how not incorporating just transition 

principles into risk management processes will impact efforts to mitigate climate risk on 

both a micro and macro level, as banks can play a unique role in furthering the transition 

across the real economy 

• Capacity building – regulators and banks need to build internal expertise in climate risk 

assessment and scenario analysis, and how these risks interact with traditional risk 

categories 

C. Key Features and Usage-Specific Considerations for CSA 

1. Q4: Are the key features listed above appropriately calibrated for a range of 

CSA exercises, and should other features be considered? 

The features described by the Committee are appropriately calibrated. Additional key features 

could include: 

• Interoperability – to ensure CSA tools and methodologies can integrate with other risk 

management systems and frameworks 

• Scalability – to ensure CSA methodologies can be scaled up or down depending on an 

institution’s size and risk profile 

 

 

https://www.ceres.org/homepage
https://www.science.org/doi/10.1126/science.abn7950
https://actuaries.org.uk/media/qeydewmk/the-emperor-s-new-climate-scenarios_ifoa_23.pdf
https://www.ceres.org/resources/news/u-s-banks-have-an-opportunity-to-advance-a-just-transition-heres-how
https://www.ngfs.net/sites/default/files/medias/documents/ngfs_transition_plan_package.pdf
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2. Q5: How does the design of CSA exercises vary depending on the objectives? 

Please elaborate on the main usage-specific considerations for each of the 

different objectives. 

Risk identification 

• Degree of standardization – some standardization is necessary to compare risks across 

institutions, but customization based on risk profiles will help identify unique risks 

material to individual institutions 

• Time horizons – both short- and long-term scenarios will help capture immediate and 

emerging risks over varying time periods 

• Severity of scenarios – a wide range of scenarios from moderate to severe will help 

ensure identification of potential risks and severity of those risks, including extreme tail 

events 

• Baseline selection – a realistic baseline should incorporate some degree of climate 

impact, ensuring relevance to current and anticipated conditions 

• Granularity – detailed sectoral, geographic, asset, and customer data is necessary to 

identify and measure specific risks, including location-specific hazards to capture 

idiosyncratic risks 

• Balance sheet assumptions – both static and dynamic balance sheet assumptions will help 

assess how risks evolve under current conditions and future projections 

• Analytical frameworks – use of a variety of models, including those capable of capturing 

non-linear and complex interactions between risks, will help capture a wide range of 

variables, transmission channels, and outcomes 

Risk management processes 

• Degree of standardization – some standardization is necessary to compare risks across 

institutions, but institutions should be able to adapt models to reflect their material risks 

• Time horizons – medium- to long-term horizons that align with strategic risk 

management planning and mitigation strategies will more accurately reflect actual risk 

and provide a more comprehensive analysis for banks and their customers 

• Severity of scenarios – a wide range of scenarios from moderate to severe will help test 

the robustness of risk management processes 

• Baseline selection – a baseline that reflects typical conditions with moderate climate 

impacts will provide a comparison point from business as usual 

https://www.ceres.org/homepage
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• Granularity – granular data relevant to key risk management areas, such as critical sectors 

and geographies 

• Balance sheet assumptions – dynamic balance sheet assumptions will help evaluate the 

effectiveness of management actions over time 

• Analytical frameworks – models that are specifically designed for assessing the efficacy of 

risk management processes and strategies with supplemental climate-specific may help 

avoid limitations of models typically used for shorter time horizons 

Internal and supervisory capital and liquidity assessments 

• Degree of standardization – standardize scenarios, variables, and data elements to ensure 

comparability across institutions and facilitate regulatory oversight 

• Time horizons – short- and medium-term horizons will align with capital and liquidity 

assessment frameworks, while longer-term horizons of 20 or 25 years may more 

accurately reflect financial viability and likelihood of default 

• Severity of scenarios – severe scenarios that stress capital and liquidity positions will 

help ensure resilience under shocks and prolonged extreme conditions 

• Baseline selection – a baseline that aligns with regulator expectations and typical stress-

testing practices, modified as those expectations evolve 

• Granularity – MEV-level granularity with use of proxy data to run internal assessments 

• Balance sheet assumptions – static balance sheet assumptions to highlight vulnerabilities 

without the influence of management actions 

• Analytical frameworks – leverage traditional stress testing models to evaluate capital 

adequacy and liquidity for short- and medium-time horizons 

Assessment of business model resilience and business strategy building 

• Degree of standardization – high customization to reflect specific strategic considerations 

and unique business models of each institution 

• Time horizons – long-term horizons to evaluate the resilience of business models to 

structural changes due to climate risks 

• Severity of scenarios – scenarios ranging from moderate to severe, including best- and 

worst-case scenarios, to test robustness of business strategies under various conditions 

• Baseline selection – a baseline that utilizes projected future trends and challenges, 

enabling strategic planning 

https://www.ceres.org/homepage
https://assets.ceres.org/sites/default/files/reports/2021-09/Ceres%20Financing%20a%20Net%20Zero%20Economy%20FINAL.pdf
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• Granularity – detailed data on specific business lines, products, and geographic areas is 

essential to assessing business model resilience 

• Balance sheet assumptions – dynamic balance sheet assumptions to explore how strategic 

adjustments can mitigate risks and enhance resilience, and capture assumptions from 

transition plans of banks and their clients 

• Analytical frameworks – models designed for strategic planning, focusing on long-term 

impacts and adaptation strategies 

3. Q6: What additional usage-specific considerations are relevant for each of 

the different objectives of CSA listed in this paper and why? 

We recommend an additional usage-specific consideration. To consider climate risk posed to 

banks more comprehensively, BIS should incorporate indirect effects. Ceres’ 2020 report on 

banks’ transition risk emphasizes the systemic nature of climate risk, illustrating how banks’ first-

round – or direct – losses will be significantly amplified by second-order effects from counterparty 

exposure to other financial institutions as well as third-order effects as firms sell to maintain 

compliance with capital ratios. Likewise, Ceres’ 2021 report on banks’ physical risks highlights 

the systemic nature of climate risk due to the interconnectedness across financial sectors, including 

supply chain disruptions and labor-related productivity loss. Incorporating impacts could shed 

light on critical financial stability concerns for these financial institutions and the underlying 

capital markets. BIS should also assess the impacts on other assets outside of a bank’s loans as 

part of the analysis, especially if they add to balance sheet exposure. Our recent derivatives report 

shows that other assets like derivatives could amplify shocks within a financial institution. 

4. Q8: What features and measures could be adopted in the future to enhance 

the utility of currently available scenarios (eg NGFS, IEA, IPCC)? 

Institutions should integrate firm-level information from client engagements in their analysis. This 

is critical as it would allow incorporation of more accurate client-level data instead of banks’ 

assumptions of client risk. Many U.S. banks are already engaging their clients on climate issues. 

Central banks in other jurisdictions including the Bank of England, Bank of Japan, and the Hong 

Kong Monetary Authority have included this type of information in their respective climate 

scenario analyses. CSA should also include second-order impacts such as supply chain disruptions, 

productivity loss, and, contagion channels, and transparently state assumptions regarding both 

demand and prices for commodities (including as fossil fuels and agricultural products).  

In countries where regulators have conducted or plan to conduct top-down or pilot CSA, they can 

establish feedback mechanisms to gather input from financial institutions and the public on the 

CSA process and address issues and concerns to help improve future methodology and design. In 

countries where it is not yet feasible to conduct market-wide CSA, regulators could consider 

including more natural disasters (physical risk) as part of operational risk and the diminishing or 

https://www.ceres.org/homepage
https://www.ceres.org/sites/default/files/reports/2020-10/Ceres%20Bank%20Risk%20Report%202020%20FINAL.pdf
https://assets.ceres.org/sites/default/files/reports/2021-09/Ceres%20Financing%20a%20Net%20Zero%20Economy%20FINAL.pdf
https://www.ceres.org/sites/default/files/reports/2022-09/Ceres%20Derivatives%20and%20Bank%20Climate%20Risk%20Report%202022_0.pdf
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exit of natural disaster insurance (transition risk) as part of market risk in the scenario design 

process.  

III. CONCLUSION 

We thank the Committee for the opportunity to respond to this discussion paper, and would be 

pleased to discuss any questions you may have on our feedback. Please contact Kelsey Condon 

(kcondon@ceres.org) or Ava Gulino (agulino@ceres.org) at your convenience.  

 

Sincerely, 

                                                                
Kelsey Condon     Ava Gulino  

Sr. Mgr., Banking & Housing Finance Regulation Associate, Banking & Financial Regulation 

Ceres Accelerator     Ceres Accelerator 

 

    
Steven M. Rothstein     Holly Li 

Managing Director     Program Director, Net Zero Finance 

Ceres Accelerator     Ceres Accelerator 
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