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CISL: Sustainable Finance thought leadership
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Key takeaways

 Environmental sources of risk are material to financial firms and 
regulatory authorities in Mexico and globally.

 Therefore it is integral that Mexican financial firms and regulatory 
authorities take steps to understand, manage and measure these risks.

 Environmental scenario analysis is a key tool allowing financial firms to 
analyse, measure and manage material sources of environmental risk.

 México needs to take further steps to enable its financial firms and 
regulatory authorities to incorporate new areas of knowledge (from 
drought risk to the energy transition) and methodologies (such as 
environmental scenario analysis) into their daily financial decision-
making in such a way that confidence can be built and better decisions 
made.
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WEF 2018 global risks report



6

Global temperature trends by 2100

+1°C

+1.5°C

+2°C

+3-4°C

>+4°C

V

India

South Africa, EU, China, Brazil

USA

Source © Carbon Brief data
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Transition pathways
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What does this mean for Mexico

Frequency of warm 
extremes over land

Frequency of rainfall 
extremes over land

Population exposed to 
water scarcity (Central 

America + Mexico)

+1.5°C

+167%

+13%

+6mn (+3-+9mn)

+2°C

+486%

+28%

+10mn (+1-+20mn)

Source © Carbon Brief data
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Environmental sources of risk in Mexico

• The average annual cost of natural disasters (cyclones, floods and 
storms) has been rising steeply in México, from 9.73 billion pesos 
over 2000–05 to 23.63 billion pesos over 2010–15 (National Risk 
Atlas, 2018).

• According to the Organisation for Economic Co-operation and 
Development (OECD) the cost of air pollution in México amounts 
to 2.9 per cent of GDP (Roy & Braathen, 2017).

• Further, transition to low carbon future can create financial risks.
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Embedding environmental scenario analysis in financial decision-
making

Aim: improving the integration of 
environmental risk into financial 
decision-making in South Africa and 
Mexico.

Project partners in Mexico: University 
of Cambridge Institute for Sustainability 
Leadership, GIZ, Banco de Mexico, 
ITAM. 

Output: tailor-made primers for the 
South African and Mexican regulators 
and financial firms on how to develop 
environmental scenario analysis 
relevant to their own national contexts.

Timeline:

1. Initial research and design 
Dec 2017 - Feb 2018

2. Test thinking in country contexts 
Mar-May 2018

3. Final research and design 
Jun-Aug 2018

4. Launch and dissemination 
Sep-Nov 2018
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Dr Nina Seega, Research Director, Sustainable Finance

Andrew Voysey, Director, Sustainable Finance

University of Cambridge Institute for 
Sustainability Leadership team
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The link between environmental sources of risk and financial risks

Source © Andreeva, N, Voysey, A. (2016). ‘Environmental risk analysis by financial institutions: 
a review of global practice.’ Background paper for the G20 Green Finance Study Group.
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Priority physical sources of risk for Mexico

Climatic

•Windstorm

•Drought

•Climate Warming

Geologic

•Earthquake

Ecosystem

•Air pollution
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Transition sources of risk for Mexico

Source © Andreeva, N, Voysey, A. (2016). ‘Environmental risk analysis by financial institutions: 
a review of global practice.’ Background paper for the G20 Green Finance Study Group.

Policy

• Industrial policy

• Financial policy

Technology

• Carbon-related technologies

• Industrial technologies

Sentiment

• Investor sentiment

• Political sentiment
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Bank of England examples of impacts on banks’ assets

Source © Bank of England 2018
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Your approach to environmental sources of risk

Approach driven by corporate social responsibility focusing on 
reputational risks

Approach where climate risk is viewed as a short term financial 
risk

Approach driven by a long term view, engaging the Board, 
considering current and future risks, minimizing financial risks and 
actively contributing to an orderly transition

Source © Bank of England 2018
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Strategic approach to environmental sources of risk

Source © Bank of England 2018
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Environmental scenario analysis

New scale, likelihood and interconnectedness of environmental sources of risk. 

Scenario analysis: 

1. can enhance strategic conversations about the future, help frame and assess 
potential range of impacts from physical and transition sources of risk, as well 
as assist investors, policy makers, regulators and others to understand the 
robustness of organisational strategies.

2. The process of conducting scenario analysis can be as useful, if not more so, 
as the outputs of scenario analysis. 

3. Is seen by a wide variety of stakeholders, such as national regulatory 
authorities, TCFD and others as a valuable tool for understanding, measuring 
and managing environmental sources of risk



19

Scenario analysis framework
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Data required

Publicly 
Available 

Environmental 
Data

Physical asset data

Firm data

Value chain data

Industrial/sector 
data

Regional/national/gl
obal data

Source © Bank of England, UNEP Enquiry (2017). ‘Improving the availability and usefulness of 
publicly available environmental data for financial analysis.’ Background paper for the G20 
Green Finance Study Group.
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Financial Stability Board’s Taskforce on Climate-related Financial 
Disclosures

Source © Taskforce for Climate related Financial Disclosures (2017) ‘Final Report: 
Recommendations of the Task Force on Climate-related Financial Disclosures’
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G20 approaches to TCFD implementation

Source © Seega, N (2018). ‘Sailing from different harbours: G20 approaches to implementing 
the recommendations of the Taskforce on Climate-related Financial Disclosures. UK. University 
of Cambridge Institute for Sustainability Leadership
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Physical and transition scenarios

Source © Global Carbon Project 2017
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Tools for understanding environmental sources of risk

Source © Bank of England, UNEP Enquiry and University of Cambridge Institute for 
Sustainability Leadership (2017) ‘Enhancing environmental risk assessment in financial 
decision-making.’ Background paper for the G20 Green Finance Study Group. 
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Organisation Barclays

Financial Sector Banking

Environmental source of risk Transition

Tools or approach used Stress testing as part of the transition risk 
assessment method

Motivation Investigation of possible credit risk 

Case 2. Transition sources of risk for credit 
portfolio of utilities
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Organisation ClimateWise Insurance Council

Financial Sector Insurance

Environmental source of risk Transition

Tools or approach used Step-by-step guide, a methodology, open-
source high-level tools,
and case studies to help investors 
understand variations in transition
risk across portfolios and within various 
asset types

Motivation Investigation of possible credit risk and 
market risk

Case 3. Transition sources of risk inherent in 
infrastructure investment
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Organisation The Deutsche Gesellschaft für Internationale 
Zusammenarbeit (GIZ) GmbH in partnership 
with the
Natural Capital Finance Alliance, Risk 
Management Solutions and ten financial 
institutions from
Brazil, China, México, Switzerland and the 
United States

Financial Sector Banking

Environmental source of risk Physical

Tools or approach used Drought stress testing tool

Motivation Investigation of possible credit risk

Case 8. Drought stress testing tool
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Organisation Itau Unibanco

Financial Sector Banking

Environmental source of risk Physical

Tools or approach used Physical risk assessment via scenario 
analysis

Motivation Investigation of possible credit risk

Case 9. Physical sources of risk for credit portfolio 
of agriculture clients



29

Organisation 2dii for Swiss Federal Office for the 
Environment and the State Secretariat for 
International Financial Matters

Financial Sector Investment Management

Environmental source of risk Transition

Tools or approach used Paris Agreement Capital Transaction 
Assessment

Motivation Investigation of market risk arising from 
potential misalignment with a 2°C pathway

Case 5. Alignment of Swiss pension funds and 
insurance companies with the Paris Agreement
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Recommendations for the way forward
1. Financial firms to develop methodologies and tools that enable incorporation of 

environmental scenario analysis into financial decision-making. 

2. Financial firms to ensure that senior management is committed to implementing 
environmental risk analysis via scenario analysis. 

3. Environmental authorities and the National Statistics Institute (INEGI) to proactively disclose 
environmental sources of risk data relevant and material for the financial system.

4. Financial regulators to develop, through the work of a high-level advisory group on 
sustainable finance, a deeper understanding of environmental sources of risk for the 
financial sector. Based on this understanding, regulators to introduce a clear position and 
agenda on environmental sources of risk.

5. Financial regulators to signal that environmental scenario analysis is a mainstream issue by 
adding priority environmental sources of risk to the country into the risk register for 
prudential supervisory activities.

6. Financial regulators to supplement this with regular in-person Board-level roundtables to 
discuss recent developments.

7. Convene a multi-stakeholder group (including industry practitioners, financial and 
environmental regulators and academic experts) to foster dialogue about environmental 
scenario analysis, construct a roadmap to implementation and explore creating a repository 
of risk data, scenarios and tools for environmental risk analysis. 
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Dr Nina Seega,
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