
 

Climate Risk Analysis  
in Finance: 
What to Expect, Where to Start

●   What managing Climate Risk in Finance means 

●   What are the hurdles 

●   What you need to know to be ready
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Introduction

Global society has embraced the idea that climate change  

is impacting the natural world.

A growing number of financial institutions already acknowledge that 

a changing climate presents real and calculable risk on the companies 

they trade, the loans they make and the assets they hold. Today, 

global financial regulators are catching up and are drafting new rules 

to take this phenomenon into account. 

Regulators have set up guidelines for the banks they plan to stress test 

this year but many firms are struggling with how exactly to measure 

‘Climate Change’ and how to create a model that can seamlessly be 

translated into financial risk. The goal of this document is to help them 

come to grips with the issue and offer possible solutions.
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The Greening of the 
Regulatory Landscape 

In April 2021, the Basel Committee on 

Banking Supervision (BCBS) released a report 

outlining the challenges that need to be 

addressed to develop a policy around climate 

risk management. 

Individual regulators in certain regions have already 

laid down some groundwork around how banks can measure 

the risk from climate change on assets, portfolios and  

the overall bank’s risk. These include the need for new 

datasets that can be used to translate climate risk into 

economic risk and risk exposures, such as location data  

to map physical assets.

●   The Bank of England requests the financial 

firms it supervises to run stress tests every two 

years on a scenario it selects outside of normal 

financial cycle risk. In 2019 it was a test for 

liquidity shocks from Brexit. This year, for 2021, 

the tests will revolve around financial risk from 

climate change (though they haven’t yet made 

it part of a capital requirement).   

●   The European Central Bank began conducting 

stress tests on the banks it supervises at  

the beginning of 2021 around climate risk scenarios.    

●   The United States is expected to follow suit with 

stress testing of climate risk though no rules 

have yet been put in place. 
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The Challenges of 
Modelling Climate Impact  

Tracking the impact of climate change on financial performance is 

truly in its early stages even as actual climate change is occurring 

in the physical environment. 

●    Climate is a complex phenomenon; it does not lend itself  

to rigid analytics formulas and processes. 

●   Experience in financial climate risk management is so far scarce 

and datasets and points of entry are likely to evolve.

●   Models are in their infancy. Taking into account the above,  

the process to refine them will be especially time consuming. 

While there are many unknowns, there’s at least one safe bet: 

data will likely grow exponentially in coming years. In light of this,  

how do you prepare?

●   Your systems will need to be flexible and able to adapt quickly 

to new processes, new regulations, or expanding datasets. 

●    You will need the ability to add and test new dimensions  

for relevance as quickly and easily as possible. 

●    In order to refine models, you will need precise and flexible 

analytics to test and validate them as quickly as possible.
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Where to begin?

Grassroot efforts to better account for climate change in finance 

already exist and constitute a very good starting point for banks. 

ActiveViam is working with GreenRWA, a network of academics, 

banks, regulators and quants dedicated to supporting financial 

industry solutions to precisely gauge and manage climate-related 

financial risk.

GreenRWA is a proponent and developer of the “Climate Extended 

Risk Model” or CERM which uses the way banks perform credit 

risk analysis to perform climate risk analysis. This model is part of  

the Basel II capital requirements for credit risk and some of the terms 

are in the IFRS 9 accounting regulation. 

The CERM considers loans from a large number of borrowers in different 

geographic locations, with different credit profiles, collateral types 

and ratings and assesses how climate risks may impact extreme losses 

and raise capital requirements on loan portfolios such as probability 

of default and exposures at default. Instead of mapping out credit 

risk metrics, it uses climate scenarios, credit ratings, climate ratings 

and other metrics to calculate physical and transition climate risks 

and perform stress tests on a portfolio of loans.

https://www.greenrwa.org/
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With the help of GreenRWA, ActiveViam has integrated their ‘CERM’ 

climate change model into its Credit Risk solutions, based on the Atoti+ 

platform.

Atoti+ is a very good analytics platform for tackling climate risk, as it 

meets all the requirements to meet the challenges. 

Atoti+ supports “What-If” 
scenarios and stress tests, 
making it easy to compare and 
assess the impact of climate 
change on your books.

In addition, Atoti+ allows users to cross-reference and perform 
complex calculations on vectors across dimensions – a necessary 
part of climate risk management.

Programmable on Python 
and Java, Atoti+ enables 
organizations to quickly 
deploy and update new 
models and processes.

Designed for the most demanding 
financial use cases, Atoti+ runs 
natively in the Cloud and scales 
up seamlessly to work with 
several terabytes of data.

Built on award-winning in-
memory technology, Atoti+ 
offers the deep, precise and 
fast analytics banks need  
to validate their models.



ActiveViam provides precision data 

analytics tools to help organizations 

 make better decisions faster. 

ActiveViam started in 2005 with 

the vision of leveraging in-memory 

technology to create an analytics 

platform where businesses could 

leverage the largest data sets 

without restrictions, keep them 

up-to-date in real time and use 

them to empower their decision 

makers.

Our goal at ActiveViam is to let 

organizations not only make 

decisions faster, but better; to not 

only reach their data, but their 

potential; to not only see their 

data, but find their way into the 

future.

ActiveViam is a privately owned 

company with offices in London, 

New York, Paris, Singapore and 

Hong Kong.  

For more information please visit:  

www.activeviam.com

About 
ActiveViam

Copyright © 2021 All Rights Reserved, ActiveViam. Atoti+ and the ActiveViam logo are trademarks of ActiveViam.

Key take-aways

Climate Risk management is a complex 

issue that is likely to soon become 

mandatory. Start early, but build a 

flexible system to adapt to regulatory  

changes. 

 While all the rules are not yet set, 

you can expect to need deep, fast 

analytics capabilities over large 

datasets.

Regulators, professionals, quants, 

academics and vendors concerned 

about climate change have already 

released studies, models and even 

full-on applications for climate risk 

management. They are the best 

place to start today.

Demo: Onboarding  

a Climate Risk Model  

- A. Gruz, Managing 

Director, Iggaak |  

The Future of Analytics
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Climate Change Impact  

on Risk in Finance  

- by Thierry Fuller  

& Anne Gruz |  

The Future of Analytics

https://www.youtube.com/watch?v=iv75l0_R220&t=6s
https://www.youtube.com/watch?v=Oi4gzJ3aj-8&t=1s
https://activeviam.com
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https://www.youtube.com/watch?v=Oi4gzJ3aj-8&t=1s

