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Foreword
Climate change is one of the biggest threats our world is facing. Its
effects are potentially devastating to people’s lives and the economy.
As our planet heats up, we can expect to see more frequent and
severe weather events such as hurricanes, floods and heatwaves
causing untold damage and financial loss. There is a growing sense
of urgency to take action to limit these events. To achieve the goal
of the Paris Agreement to keep global warming to well-below
two-degrees by the mid-century, everyone has to play a part.

Steven van Rijswijk,
CEO of ING
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This includes ING. As a bank, the biggest impact we can make is with our lending
portfolio. We are steering our loan book to finance activities that are aligned with
achieving the goals of the Paris Agreement. This includes exiting coal used for power
production by 2025. Because what we finance is important when it comes to helping
the transition to a low-carbon society.
At the same time, ING is increasingly aware of the risks associated with climate
change. We see climate change risk as both a strategic opportunity and a financial risk.
To get an understanding of our exposure to climate risk and the impact on our business
we are focussing our analysis on those sectors likely to be most severely affected by
climate change and advancing our work on the identification of climate risk.
All relevant risks should be considered in our risk management framework and
integrated into a forward-looking approach. We are evolving our approach as we
develop a better understanding of climate risk. We have risk identification and
assessment processes in place, helping us to adjust our risk appetite and policies,
and have set up a governance structure around climate risk that we will follow when
implementing our business strategies. In addition, we have started setting climaterelated metrics and targets for certain sectors.
Our approach to the management of climate change risk continues to develop and ING
still has some way to go in refining our methodologies and how they incorporate climate
risk. We are continuing to advance our understanding and approach to climate risk so
that we are prepared for what is to come and can make informed decisions, engage with
our clients on this topic and seize the opportunities derived from climate change.
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1 Introduction

• Understanding climate risk
• About this report
• Scope
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1 Introduction
Climate change and the risks associated with it can impact ING’s
future risk profile. Rising average temperatures and the need to
transition towards a low-carbon economy will drive assessments
of the impact of climate change on banks. This report provides an
overview of our current actions regarding climate risk management.

Understanding climate risk
At the UN COP21 climate change conference in 2015, governments came together to
urge action to limit the rising temperature of our planet. This became known as the
Paris Agreement. The consequences for climate risk management are twofold. First, if
there is no meaningful progress in lowering emissions in the years ahead, there is an
increased likelihood of abrupt policy interventions as governments attempt to meet
the goals of the Paris Agreement. This would speed up the changes that are necessary
within society and in companies in order to transition to a low-carbon economy.
However, it could also result in stranded assets, marked by the loss of value of assets
that are no longer part of a more sustainable world. Second, if there is no progress
made and the policy interventions are not made, the consequences of global warming
will become increasingly devastating.
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As such, climate change risk (we refer to this as climate risk) includes physical and
transition risks. Physical risks arise from the physical effects of climate change on
businesses’ operations, workforce, markets, infrastructure, raw materials and assets.
Physical risks emanating from climate change can be event-driven (acute) such as
increased severity of extreme weather events (e.g. cyclones, droughts, floods, and
fires). They can also relate to longer term (i.e. chronic) shifts in precipitation and
temperature and increased variability in weather patterns (e.g. sea level rise).
Transition risks result from the policy, legal, technology and market changes occurring
in the shift to a lower-carbon global economy. Transition risk also incorporates
‘stranded asset risk’ – write-downs of carbon-intensive assets that could quickly
become unusable or reduced in value. Transition risks include policy constraints
on emissions, imposition of carbon tax, water restrictions, land-use restrictions or
incentives, market demand and supply shifts, and reputational considerations.
The transition to a low-carbon economy comes with risks and opportunities. As such,
climate change is an integral part of ING’s agenda. This is evidenced by our enhanced
policy framework for Environmental & Social Risk (ESR), sustainable finance activities
and our Terra approach. In recent years, banks also started evaluating the potentially
negative impacts of climate change on their business. This new push for disclosure
is triggered as climate risk becomes increasingly more credit-relevant. Transition risk
as well as the physical damage caused, could have an impact on the economy. To
minimize the impact, efforts to limit greenhouse gas emissions and the rise in global
average temperatures have been stepped up. However, even with these measures,
physical risks could continue to rise.

5

Introduction

Foreword

Figure 1 Climate risks to financial risks

Governance

Our approach

Sector insights

Climate metrics and targets

Next steps

Source: Adapted from NGFS Climate Scenarios for central banks and supervisors, June 2020

Climate risks

Economic transmission channels

Transition risks

Businesses

Financial risks
Households

Credit risk
• Defaults by businesses and households

Policy and regulation

Property damage and
business disruption

Loss of income

• Collateral depreciation

Market risk

Technology development
Stranded assets and
new capital expenditure

Market changes

• Repricing of equities, fixed income,
Property damage

commodities etc.

Underwriting risk

Physical risks

• Increased insured losses

Macro-economy

• Increased insurance gap

Acute
• Flood

Operational risk

• Wildfires

• Supply chain disruption

• Cyclones

• Forced facility closure

Chronic
• Increase in temperature

Shifts in

Productivity

Labour market

prices

changes

frictions

• Shifts in precipitation
• Sea level rise

Liquidity risk
• Increased demand for liquidity
• Refinancing risk

Climate and economy feedback effects
ING Group Climate risk report 2020

Appendix

Financial system contagion

Contents

Economy and financial system feedback effects
6

Contents

Foreword

Introduction

Governance

Our approach

Figure 1 shows how climate risks, in the form of physical and transition risks, can affect
households, businesses as well as the macro-economy as a whole. As such, the rise
in average temperatures affects all of us. On the one hand, transition risks can lead
to stranded assets as well as the need for firms to increase investments to make the
transition. On the other hand, physical risks can lead to the damage of property or
even business disruption. The long-term shifts in climate patterns, through increase
in overall temperatures, shifts in precipitation, rising sea levels, could impact labour
markets and productivity levels. For instance, affecting where agriculture is feasible but
also where we can earn our livelihoods as a society.
From a macro-economic perspective, an example is the introduction of carbon pricing
by governments to address climate change. This raises the cost of production for
energy-intensive companies, which has a negative impact on GDP. On the other hand,
it incentivises green investment and raises money for the government that can be
ploughed back into the economy. If done wisely, carbon pricing can have a positive
impact on GDP and unemployment.
The potential impacts that physical and transition risks could have on households,
businesses and the macro-economy ultimately require us to view climate risks as a risk
that has an impact on various financial risks (as described in Figure 1). These feedback
effects call for the need to translate climate into financial risk models that assess for
instance credit, market, liquidity and operational risks.
As such, we believe it is important to consider climate as part of our risk management
processes. In developing this approach, we have been guided by the various
regulatory expectations and recommendations. For example, the ECB’s Guide outlines
ING Group Climate risk report 2020
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expectations for banks on considering climate-related and environmental risks, as
drivers of financial risk. We have also sought to exchange good practices with our
peers through industry working groups (see ‘Governance’). Because the issues are
dynamic with increasing regulatory requirements, collaboration and the sharing of
insights is important to achieve standardization in our approaches towards climate risk
management and reporting.
The next phase in our approach to climate risk will be to consider the measurement
and severity of the risks identified. This is a developing area of investigation and the
complexity of this analysis is highlighted by the wide range of possible future climate
pathways and their economic impacts. This differs across sectors, geographies and
financial products (think of different impacts for mortgages versus loans to businesses).
The assessment requires input from credit risk and sector experts, risk modelling teams
and research teams to consider the relevant scenarios. This informs our longer term
strategic choices and the potential financial impacts.

About this report
Since 2017, we have captured our progress on climate risks and opportunities
according to the recommendations of the Financial Stability Board’s (FSB) Task Force on
Climate-related Financial Disclosures (TCFD) in our Annual Report. An overview of how
these initiatives are linked to the TCFD recommendations can be found in the appendix
of this report. Next to our Annual Report disclosure, with this report we aim to share
more in-depth insights into our current practices related to climate risk management.
This includes our approach as well as a number of examples of our analysis of physical
and transition risk.
7

Contents

Foreword

Introduction

Governance

Our approach

The report focuses on the implications of climate change for ING. While the impact
of climate change on society will also be significant, we do not address this in detail
here. In addition, the report does not aim to provide any advice. Its purpose is to inform
clients, peers and other interested stakeholders about the analysis that we have
undertaken concerning climate risk. ING aims to report on our progress in managing
climate risk on an annual basis.

Climate alignment vs climate risk management
While the TCFD recommendations capture both the opportunities and risks related to
climate change, this report focuses on the risks. Our approach to climate alignment,
what we call the Terra approach, is captured in more depth in the standalone
Terra progress report 2020.
It is important to distinguish between climate change alignment commitments and
climate risk management objectives. With the Terra approach, ING commits to align
our portfolio with the goals of the Paris Agreement to keep global warming to wellbelow two-degrees. This addresses the question: What is the impact of my business on
climate change?
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Scope
The effects of climate change are wide-ranging and could impact almost everything
we do. In line with our Terra approach, we decided to set a primary focus on our lending
portfolio when assessing climate risks. This includes Retail Banking and Wholesale
Banking.
While we aim to assess all sectors on their exposure to climate risk, in the case
of transition risk our initial focus is on the greenhouse gas emissions-intensive
sectors, and in the case of physical risk, on our real estate portfolios (residential and
commercial). Following a sector-based approach allows us to investigate an individual
sector’s vulnerability to climate change.
When translating the impact of climate change into financial risks, we often refer to
credit risk. While we do focus on the impact on credit, we also investigate the impact
on other risk types.

In our approach towards climate risk, ING seeks to manage the risks affecting our
clients and our portfolio. This addresses the question: What is the impact of climate
change on ING’s business? These questions are two sides of the same coin, with clearly
common ground between the two.

ING Group Climate risk report 2020
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2 Governance

• Climate Change Committee
• Risk committees
• Climate risk working group
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2 Governance
Climate risk is currently governed by ING’s Climate Change
Committee and relevant risk management committees. In 2020,
we formed a climate risk working group to further develop suitable
methodologies and support its integration in risk management
processes.

Climate Change Committee
In 2018, ING formed the Climate Change Committee (CCC) to secure board-level
oversight of strategic climate-related risk and opportunity management. The CCC is
chaired by ING’s chief risk officer (CRO), who is also a member of the Management
Board Banking, and co-chaired by the board member responsible for Wholesale
Banking. It is further comprised of a number of board members, including the CFO,
and senior managers from the Wholesale and Retail business. The CCC is advised by
an internal Climate Expert Group (CEG) made up of experts from various front office,
sustainability, risk and other departments. The CCC meets six times per year and
follows an agenda prepared by the CEG, which meets monthly. Climate risk is a fixed
agenda item in all CEG and CCC meetings.
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More specifically, the CCC is responsible for:
• Mandating appropriate processes by which ING identifies and manages climaterelated financial risks and opportunities
• Guiding policies, strategy, performance objectives and monitoring pertaining to
climate-related financial risks and opportunities
• Monitoring and overseeing progress against relevant goals and targets.
• Guiding external communication and transparency requirements.

Risk committees
Effective risk management requires company-wide risk governance. ING’s risk and
control structure is based on the ‘three lines of defence’ governance model, whereby
each line has a specific role and defined responsibilities and the execution and control
of tasks are separated. At the same time, the three lines have to work closely together
to identify, assess and mitigate risks. This governance framework is designed to
manage risk in line with ING’s overall risk appetite as approved by the Management
Board Banking, Executive Board and Supervisory Board.
For example, the primary responsibility for the application of the ESR Framework lies
with Front Office (FO) which includes relationship managers and deal principals. They
act as the first line of defence, identifying environmental (including climate) and
social risks in the transactions. The FO must evidence compliance with the applicable
ESR sector policies and credit risk managers act as a second line of defence to verify
compliance of a transaction with the ESR Framework.
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From a credit risk perspective, climate change is being discussed within the Global
Credit & Trading Policy Committee (GCTP) and the Global Credit Committee – Transaction
Approval (GCC-TA). Both the GCTP and GCC-TA risk committees include ING’s CRO, CFO
and Head of Wholesale Banking.

Figure 2 Risk governance
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Climate risk working group
In addition to the CEG, in 2020 we established an internal climate risk working group.
It is made up of colleagues from Wholesale Banking, Sustainability and Risk, as well
as expertise on scenario development and stress testing. The purpose of the working
group is to further strengthen our capabilities on climate risk and speed up the
integration of climate considerations into our risk management processes. Relevant
findings of the working group are shared monthly with the CEG and bi-monthly with
the CCC.
Milestones of the internal working group so far include:
• Outlining ING’s approach to integrate climate within our processes;
• Developing initial transition risk heatmap;
• Pilot to measure the impact of flooding risk on mortgages in collaboration with an
insurance company; and
• Publication of this Climate Risk Report.
Working group members participate in various industry initiatives. We joined Phase 2
of the UNEP FI Pilot Project on Implementing the TCFD Recommendations for banks
(see ‘Sector Insights’). We also participate in the Dutch central bank (DNB) working
group on climate risk. This year’s key output was a joint report on ‘Climate risk and
the financial sector: sharing of good practices’, which featured a compilation of case
studies from members. We also actively participate in the Dutch Banking Association
(NVB) expert pool on climate-related and environmental risks and ING is an active
member of the Energy Efficiency Financial Institutions Group (EEFIG) working on
risk assessment.

Source: ING Group Annual Report 2019, page 164
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3 Our approach

• Scenario analysis
• Stress testing our portfolio
• Transition risk heatmap
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3 Our approach
We aim to incorporate climate risk within our risk management
framework. To further identify climate risk within the lending portfolio,
we have used various techniques including heatmapping, scenario
analysis and stress testing. This has sharpened our understanding of
the potential impact of climate risk.
As a first step, we were guided by our endorsement of the FSB’s TCFD
recommendations stretching across robust governance, strategy, risk management,
metrics and targets related to climate change. We have set our climate risk
management ambition based on other relevant materials, such as the ECB’s recent
Guide on Climate-related and Environmental risks. This includes integrating climate
change as part of our risk appetite framework.
The second step was to undertake an internal gap analysis to identify divergence from
the outlined recommendations on climate risk. We leveraged internal platforms such
as our CEG to map how existing ING climate-related programmes provide coverage of
some of these recommendations:
• We have risk policies such as our ESR policy framework that limits the negative
impact on climate, environment and our own portfolio.
• We have climate-related programmes, such as the Terra approach through which
we measure and steer our lending portfolio towards the Paris Agreement’s goal of
well-below two-degrees.
ING Group Climate risk report 2020
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• We have opportunity management initiatives, for instance through financing
renewable energy projects, energy-efficient buildings and climate mitigation and
adaptation projects.
In the third step we have outlined our roadmap, including deliverables and timelines.
The plan outlines the relevant departments required for its execution. The high-level
plan was presented to and approved by the CCC. As a result, we formed our internal
working group on climate risk to actively engage with climate risk identification,
assessment, control and monitoring (see ‘Governance’).
The fourth step is execution. To identify risks, we use activities such as heatmapping,
scenario analysis and stress testing. In addition to high-level assessments on a
portfolio level, we undertake sector-specific assessments (see ‘Sector insights’) as well
as analysis at the transaction and counterparty level. The combination of this layered
approach helps to identify different levels of risk to inform sector strategies and risk
appetite.
This is an iterative and ongoing process, which allows us to keep developing our climate
risk capabilities and continuously improve its integration into our policies, procedures,
strategy and systems. Internally, we provide updates on our progress via our boardlevel committees (see ‘Governance’) and externally we report our progress on an
annual basis.
The following section elaborates on the fourth step, execution.
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Scenario analysis
The traditional risk management techniques used by banks and financial institutions
are not well suited to assessing climate risks. The most obvious problem is that climate
risks range from short to long term, playing out over decades, which is longer than
the usual business horizons. Longer term forecasts are notoriously less accurate
than short-term forecasts. But in the case of climate risks the problems are more
profound, since the acronym VUCA, which stands for volatility, uncertainty, complexity
and ambiguity, can be applied to them specifically. Given that many of the risks are
unprecedented, historic data is of limited use, and the complex and non-linear effects
of risks makes modelling, let alone forecasting, especially challenging. A way of
addressing this is to employ scenario analysis, which relies on plausible narratives to
explore a range of possible outcomes.
In 2017, ING’s Economics department started developing in-house energy transition
scenarios from policy and technology drivers as these are decisive factors that
shape the future of climate change. These scenarios were designed to explore future
pathways to 2040 of fossil fuel demand and related CO2 emissions from energyintensive sectors such as manufacturing, transportation, real estate and the power
sector. Four scenarios were devised, based on fast or slow changes in policy and
technology. We called these scenarios: ‘Fast Forward’, ‘Wait and See’, ‘Green Liberalism’
and ‘Inefficiency’. The scenarios are described in more detail in our publication
‘Break it or make it’.
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two extreme scenario cases. The ‘Fast Forward’ scenario combines technological
progress with strong policy intervention to reach the Paris goals. Our ‘Wait and See’
scenario lacks rapid development on both fronts. Both scenarios set the boundaries for
the wide range of possible future outcomes for fossil fuel demand.

Figure 3 Four scenarios to explore the energy transition
Energy transition scenarios based on technology and policy trends

Strong and
fast policy
intervention

Inefficiency
scenario

Fast Forward
scenario

Weak and
gradual policy
intervention

Wait and See
scenario

Green
Liberalism
scenario

Slow and limited
technological
progress

This scenario planning exercise helped us to better understand the drivers of the
energy transition, the transition risk in energy-intensive sectors as well as the potential
speed of the energy transition. For our assessments so far, we have focussed on the

Fast and broad
technological
progress

Source: ING Research ‘Break it or Make it’
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There is a need to develop short-term climate scenarios
Long-term scenarios help us to understand the range and scale of the climate
challenge. However, in order to translate this into financial risks and business decisionmaking, it is essential that we also develop short-term to medium-term scenarios
looking no more than five years ahead. Since accumulated greenhouse emissions will
keep rising, climate risk is likely to only increase, such scenarios will be shaped less
by the climate itself and more by the action taken by governments, business and
consumers. In this regard, the smooth representative pathways of long-term climate
models have little to offer in analysing the growing short-term to medium-term risks of
extreme weather events or disorderly transitions.
Also, price volatility is critical to the economic and financial impacts of scenarios. In
particular, the risk of asset price collapses, which essentially reflect sudden changes
in long-term expectations, can effectively turn long-term problems into immediate
problems for banks and financial institutions. The energy price crash that accompanied
the Covid-19 pandemic has dramatically illustrated the scale of the stranded assets
risks that climate change poses.
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The multiple applications of climate scenarios for banks
Scenarios can serve the following functions:
• Bank strategy and business model (market positioning, bank resilience);
• Stress testing (3-5 year adverse scenarios vs baseline);
• Regulatory requirements (capital at risk, liquidity);
• Risk appetite and commercial strategy (heatmap, sector strategy including
exposure limits, pricing);
• Risk management (credit, market, liquidity, operational, reputational, liability)
and;
• Thought leadership (external communication, client advisory).
Source: ING

ING is developing a broader application of scenario analysis to better understand the
impact of climate change as well as to meet the growing list of requirements from
regulators. The ECB’s Guide on Climate-related and Environmental Risks emphasises
that institutions need to embed climate and environmental risks across the whole
range of their business decisions from overall strategy to operations. This means
assessing not just long-term risks, which it defines as beyond a five-year horizon,
but short-term and medium-term risks, too. It also expects this to be done across
geographies, sectors and products.
ING Group Climate risk report 2020
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Stress testing our portfolio
To assess the effect of climate change on the bank’s financial position, in 2019 ING
carried out an internal climate risk stress test. As there is no standard for climate
change stress testing yet, ING has adapted its regular stress testing models while
leveraging on insights from supervisory climate stress tests and internal climate (risk)
experts.
We made the assumption that ING will be confronted with both transition and physical
risk. Using the 2018 DNB transition risk stress test as a starting point, we added our
own elements, such as the physical risk of flooding. Whereas for transition risk we
assessed the impact on a global scale, for physical risk we restricted the scope of
the stress test to the Dutch mortgage portfolio only. ING’s stress test models were
used to assess the severity of the four scenarios (see ‘scenario analysis’), in which
we developed stress test overlays for the more long-term transition risk and the
above-mentioned flooding event. For example, the additional physical risk is based
on the flooding areas ‘Kromme Rijn’ and ‘Rivierenland’, as identified in the DNB’s
Waterproof ? report.
The stress test showed that climate risk is material and could have a significant impact.
It also confirmed the potential impact on asset classes that are deemed particularly
vulnerable, such as residential and commercial real estate (in regions sensitive to
flooding), oil & gas-related industry and the automotive and shipping sectors.
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We strive to undertake further climate change stress tests that incorporate and adopt
the yet to be defined industry standards. ING will also aim to further enhance data
gathering to better assess exposures that are vulnerable to physical risk.

Transition risk heatmap
In 2020, we investigated the effect of transition risk across sectors in the form of a
heatmap. The aim is to anticipate how sectors are responding to steering to a lowcarbon economy under a specific climate scenario as well as the identification of
potential hotspots.
Based on our engagement with the UNEP FI Pilot Project on Implementing the TCFD
Recommendations for banks, industry-specific research and expert judgement to
assess sectors affected by transition risk, we arrived at a grouping of the sectors in the
three categories of high, medium and low risk.
This initial assessment builds on the ‘Fast Forward’ scenario, which is closest to a twodegree scenario, in which we evaluated the different impact of four risk factors: direct
emission costs, indirect emission costs, low carbon capital expenditure and revenues.
Evaluating these risk factors was part of the UNEP FI Pilot Project methodology.

16

Contents

Foreword

Introduction

Governance

Our approach

The outcome of the early stage heatmapping exercise, using a ‘Fast Forward’ scenario
that anticipates a rapid transition to a low-carbon economy, showed that our transition
risk exposure can be mapped as follows:
High risk

Medium risk

Low risk

• Coal

• Agriculture (includes
fishing and crops)

• Real estate

• Oil and gas
• Shipping and aviation
• Construction
(includes cement)
• Freight transport
• Livestock
• Aluminium production

• Automotive

• Telecommunication
carriers

• Electronics

• Rail systems

• Retail stores
(includes warehouses)

• Renewable power
generation

• Metal mining

• Natural gas extraction

• Iron and steel
production

• Financial institutions
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Alternative scenarios will provide different potential outcomes but the insights gained
from this initial assessment will form the basis for further analysis into our exposure
to carbon-intensive industry sectors as we continue to refine our methodologies. The
outcome of the exercise can also inform sectors included in future stress tests. Ideally,
we will move towards a more quantitative heatmapping approach, allowing for a better
comparison across sectors. In the next chapter, we describe some sector-specific
insights.

Source: ING
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4 Sector insights

• Physical risk
• Transition risk
• UNEP FI Pilot Project on Implementing the
TCFD Recommendations for Banks

ING Group Climate risk report 2020
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Figure 4 Pilot countries including risk score for climate hazards

Physical risk
In 2020, we conducted various analyses on the implications arising from physical
hazards in our lending portfolio. In the following section, we present two of the pilots
we conducted this year: one on ING’s global mortgage portfolio and another on the
Dutch commercial real estate portfolio.

Pilot on residential real estate

21%

As physical assets can be directly affected by the changing climate patterns, we
initiated a pilot to identify the impact on our mortgage portfolio. The pilot assessed
the potential impact of climate hazards on 30,000 European post codes, including
post codes from our largest mortgage portfolios in the Netherlands, Germany and
Belgium. As some post codes represent several addresses, the pilot represents 60%
in outstanding of our global mortgage portfolio. We used the data from reinsurer
Munich Re to devise present-day and forward-looking hazard assessments. Risk scores
were provided on an overall level as well as for each assessed hazard, based on four
categories (ranking from low to extreme).

Table 1 Climate hazards included in the pilot
Type of score

Type of climate hazard

Present-day score

Tropical cyclone; Extratropical Storm; Hail; Tornado; Lightning; Wildfire;
River Flood; Flash Flood; Storm Surge

Forward-looking scores

Flood Fluvial Zones; Water Stress Index

100%

64%

100%

(BE + LUX)

84%

95%

68%

64%

Overall risk score:
Low

Medium

High

Extreme

The percentage indicates the outstanding amount of our mortgage portfolio per country as assessed
as part of this pilot.

Source: ING
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The forward-looking analysis is based on the representative concentration pathways (RCP)
developed by the Intergovernmental Panel on Climate Change (IPCC). We selected the
RCP 8.5 pathway, mapping to approximately a 4-degree scenario, on a 2050 time horizon.
Of the climate hazards assessed, the most risk was associated with flooding. It was
more prominent in Western European countries (such as the Netherlands, Belgium, and
Germany), where there is a noticeable difference in severity of flooding if we compare the
present day to 2050. The assessment of precipitation showed the climate hazard increasing
over time, where warmer countries (such as Italy, Spain, and Romania) experience a
relatively higher increase in rainfall in comparison to countries with a mild climate.
The pilot provided us with relevant insights into the extent of physical risk already present
in our portfolio today and how this might evolve in the future. The analysis showed
that most properties will be impacted by climate change but the extent of the impact
will vary. We are keen to assess these risks further and understanding their respective
financial implications for ING. As such, we aim to continue to develop our approach and
expand our assessment. For example, moving from assessing physical risk at a post code
level to individual property level, to have a more accurate assessment of the risk.

Pilot on commercial real estate
To better understand the physical effects of climate change on ING’s commercial real
estate portfolio, we initially focussed on the Netherlands. We conducted a pilot using
the data from a local provider, BlueLabel, assessing approximately 7,600 post codes
for the impact of drought, heat stress, flooding risk from dyke breaches and flooding
due to heavy rainfall. Due to duplication of postcodes as well as apartments being in
the same buildings, this pilot represents a coverage of approximately €11 billion. Each
address was given a score out of five categories (ranking from very low to extreme).
ING Group Climate risk report 2020
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Leveraging the assessment on historic data, the outcome shows that the impact of
physical risk is as follows:
• Heavy rainfall: is assessed based on the water level relative to the doorstep.
Addresses were evaluated on whether they would experience a 1 in 100 year event of
heavy rainfall. The outcome was that for most addresses the water level would stay
below 5 cm, which can be handled by the drainage system.
• Heat stress: is an indication of the air temperature experienced around the building.
This can be impacted by the materials used. Findings showed that the number of
tropical days (above 30 degrees) per year is increasing steadily (currently 4.7 days
per year) and that many of the addresses suffer from ‘feels like’ temperatures of
above 42 degrees.
• Drought: causes low levels of groundwater that can result in damaging a building’s
foundations in the long-term. The risk associate with this hazard is medium, as
groundwater remains on average at 2-4 metres of the assessed addresses.
• Flooding: the height of a flood caused from a dyke breach. Within the Netherlands
this risk was assessed to be low (average height 20-50 cm), mainly due to the dyke
protections already implemented.
This pilot is an initial step in the assessment of physical risk in our commercial real
estate portfolio. By piloting various methodologies and tools, we can assess the impact
climate change has on the buildings we finance and help to decide on appropriate
mitigation strategies. In the coming years, we are aiming to translate the impacts into
financial ratios and include a forward-looking analysis.
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Figure 6 Heat stress
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Figure 8 Flooding
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Transition risk
In assessing transition risk our initial focus is on greenhouse gas emissions-intensive
sectors. This also builds on the transition risk heatmap (see ‘Our Approach’). In this
section we zoom in on two of our sectors. On the one hand, we provide an overview of
our journey in the energy sector that has been evaluating transition risk in its portfolio
for a number of years. On the other hand, residential mortgages represent a large part
of our loan book and as such we will provide an initial view of the impact transition risk
could have here.

Our journey in the energy sector
ING has a long history of supporting clients in the energy sector across a range of
activities, including conventional and renewable power generation, as well as the fossil
fuels value chain. With regards to the energy transition, we carefully monitor sectorspecific developments linked to the move towards a low-carbon economy. For example,
as the generation of fossil fuels is a big contributor to global greenhouse gas emissions
a transition from high-carbon to low-carbon and renewable energy production can be
anticipated.
The Paris Agreement in 2015 triggered a review of climate risks for our energy sector
loan portfolio and for the businesses of our clients. In 2016, we reviewed our oil and gas
finance activities for climate risk and initiated ING’s Energy Transition Scenario Planning
(ETSP) project. This was supported by the Economics department that developed the
scenarios (see ‘Our Approach’).

ING Group Climate risk report 2020

Sector insights

Climate metrics and targets

Next steps

Appendix

In the recent publication ‘Break it or make it’, we zoom in on the global energy
transition and specifically in the light of the recent pandemic. Scenarios assess the
potential effect on future fossil fuel demand, specifically for energy intensive sectors.
This includes the power sector, transportation, manufacturing and real estate as the
largest users of fossil fuel. However, each sector is different and will have a different
response to making the transition to a low-carbon based economy. This also very
much depends on the available alternatives. For example, in the automotive sector we
can already see the shift towards electric vehicles that will continue to replace more
and more conventional cars.
As an outcome, during 2017 and 2018, ING’s lending businesses involved in financing
emissions-intensive industries were challenged with the outcome of the ‘Fast Forward’
scenario, the most extreme energy transition scenario (with policy and technology
as the drivers). The response plan for the energy sector included changes to lending
policies, such as on coal; portfolio reference limits (by volume and term of loan) for
high transition risk businesses; an investment in more reliable and extensive data
and business intelligence; and the appointment of a member of the global sector
management team who is solely focussed on energy transition planning.
In 2019, ING joined the UNEP FI Pilot Project on Implementing the TCFD
Recommendations for Banks, where ING specialists participated in sector working
groups, including the oil & gas group. This experience has given us further qualitative
and quantitative insights into the potential impacts of climate risk on our current
lending portfolio and future business.
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Lastly, our Terra approach aims to align our lending portfolio with the Paris Agreement
which includes setting targets on a sector-level. For fossil fuels a range of metrics and
approaches was reviewed, including indicators such as portfolio financing, energy mix,
and emissions intensity. While many of these require further data maturity and better
models for robust application, ING committed to reduce its financing to the upstream oil
& gas sector by 19% by 2040 against 2019 levels. A more climate aligned portfolio could
be one that faces lower transition risks, however it is not inherently climate risk free.
The insights we have gained on climate risk over the past five years, from our own
internal work and collaboration with others, and the greater awareness we now have
of the opportunities for climate action in the energy sector, have laid a solid foundation
for ING’s contribution to the energy transition goals of the UN Sustainable Development
Goals and the Paris Agreement as well as safeguarding our commercial business.

A view of the residential real estate portfolio
Our high-level internal heatmapping exercise indicates a relatively low transition risk
associated with ING’s residential real estate portfolio. However, as a large part of our loan
book consists of residential real estate, we aim to specify the impact of transition risk.
To understand how transition risk could occur for this sector we apply the same four
climate risk scenarios, as described in the ‘Our approach’ chapter. What would happen
if ‘strong and fast policy intervention’ was implemented? Considering that the energy
efficiency of buildings (including residential housing) is currently measured by energy
labels, we could foresee policy moving towards favoring, or even excluding, certain
energy labels. In this case, customer preference could shift towards the ‘better’ energy

ING Group Climate risk report 2020

Sector insights

Climate metrics and targets

Next steps

Appendix

labels (or at least energy labels in line with the policy). Increased demand for these
labels could in turn push up the property price. While at the same time there is a risk
that properties with lower energy labels will decrease in price and value.
For example, national governments have already outlined plans to further limit the
impact that the real estate sector has on global greenhouse gas emissions. As such,
the Netherlands has outlined regional energy strategies (RES) and Germany has
defined a Long Term Renovation Strategy (LTRS). Both examples ultimately aim at
making buildings more energy efficient. If these changes are going to be reflected in
energy labels, it could be seen as a promising step to reduce the vulnerability of the
sector towards transition risk.
Another transition risk that could occur is the rate of technology adaptation. What if
a particular technology, e.g. smart temperature control, can only be applied in certain
types of buildings? It could be that houses in which this new technology cannot
be used will drop in value. It is hard to predict the type of properties that would be
most affected. For example, to replace traditional fossil fuel based heating systems
with electrified ones (e.g. heat pump), proper insulation is required. If a house is not
insulated, it could easily add up to €50,000 to the installation costs (depending on
the level of insulation and measures already taken). Therefore there is a higher risk of
poorly insulated houses (which goes hand in hand with poor energy labels) losing their
value as demand drops among buyers who want to live ‘gas-free’.
The impact of a decrease in value is most apparent at the moment of sale. If a property
is sold at less than the loan-to-value (LTV), there is a risk that the home owner is stuck
with a gap between the sales price and the loan value and is unable to repay the loan
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provider the full amount outstanding. Secondly, as the LTV is an important factor for
determining the level of risk in our portfolio, a change in the LTV could lead ING to
make a restatement on the composition of our portfolio.
However, quantifying this relationship remains challenging. For instance, the Bank of
England detailed in its working paper that there are signs that the energy efficiency
of a building could predict credit-riskiness. The final report from the EU initiative on
Energy efficient Data Protocol and Portal (EeDaPP) revealed similar findings. To further
investigate the quantitative relationship, we participate in the Energy Efficiency
Financial Institutions Group (EEFIG) working group on risk assessment.
As the examples show, energy labels are a common way of qualitatively or
quantitatively describing the transition risk for residential real estate. It is therefore
important to note that the current availability and accuracy of energy label
information is limited. Energy labels are not publicly disclosed in all countries. Where
they are disclosed, we have noticed they are often inaccurate. As transition risk
becomes apparent and the need to quantify this in our portfolio grows, the greater the
need for correct data will become.

ING Group Climate risk report 2020
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In deepening our commitment to the FSB’s TCFD recommendations, ING is working
with the United Nations Environment Programme Finance Initiative (UNEP FI) on a
pilot to help banks implement the TCFD recommendations. The pilot was started in
2018 and 39 banks are involved in Phase 2 (2019-2020) of the programme.

For instance, as part of the agriculture working group, the impacts of transition
risk on various segments of agriculture are investigated. The agriculture and land
use sector has long been identified as a major contributor to greenhouse gas
emissions but due to the lack of data and climate scenarios specifically tailored to
this sector, alternative approaches need to be developed. This represents an initial
starting point of our assessment of the impact of climate change on our agriculture
portfolio.

Management consulting firm Oliver Wyman coordinates the UNEP FI programme
and engages relevant stakeholders such as the Potsdam Institute for Climate
Impact Research (PIK), International Institute for Applied System Analysis
(IIASA), climate research institute CICERO and climate resilience consultancy
Acclimatise.

To capture the insights of Phase 2, several reports are published. These include
outcomes of the sector working groups as well as case studies of individual banks
on both physical and transition risk. In addition, the stand-alone report ‘From
Disclosure to Action’ focuses on the application of the TCFD recommendations
within financial institutions.

As a participant, ING is pioneering and further developing transition and physical
risk assessment models and metrics to enable scenario-based, forward-looking
assessment and disclosure of climate-related risks and opportunities. The relevance
of physical and transition risks, the two risk components, is assessed in UNEP FI
sector working groups. ING joined the real estate, agriculture and oil & gas
working groups.

Through the working groups, ING was able to exchange good practises with other
participants as well as to further develop approaches to identify climate risk.
This engagement amongst peers could support potential standard setting within
the financial industry. As approaches are still developing and specifically the
quantification of risks remains challenging, the exchange amongst peers will keep
playing an important role.

ING Group Climate risk report 2020
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5 Climate metrics
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5 Climate metrics and targets
Metrics and targets assist the appropriate management of the
risks and opportunities associated with climate change. The TCFD
recommendations describe this as an interplay between climate risks
and opportunities, whereby one can guide the other. Overall, metrics
on climate change are still in development. This chapter describes
some of our initial efforts on metrics and targets set around climate
change.
We measure the impact of our own operations via ING’s environmental footprint,
because we believe that change starts with us. We are transitioning towards being a
more resource-efficient and climate-resilient company by measuring, setting targets
and monitoring our activities. For instance, how much business travel we undertake
and how much electricity our buildings use.
ING has the opportunity to achieve greater impact through our clients. So far, under
our Terra approach we have defined sector-level climate metrics and targets such as
technology change and emissions-intensity reduction to align our lending portfolio
with the Paris Agreement. The approach focuses on the most climate-relevant
sectors as measured by their global carbon footprint (i.e. those sectors responsible for
approximately 75% of total global emissions). To do so, we apply multiple technologies,
with the two primary ones being the PACTA approach for corporate lending and the
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Science Based Targets Initiative’s Sectoral Decarbonisation Approach (SBTi SDA). The
table below gives an overview of our ‘Terra Toolbox’ of methodologies and the metrics
used to set targets for each sector.

Table 2 Terra toolbox of methodologies
Sector

Measurement
Methodologies

Target-setting
Methodologies

Metrics used

Power generation

PACTA 1

PACTA

kg CO2e/MWh

Fossil fuels (oil, gas and coal)

2DII / Katowice Banks

2DII / Katowice Banks

Reduction in € financed
(upstream oil and gas; coal)

Commercial real estate (NL)

Delta Plan

Paris-proof method

kg CO2/m2

Residential real estate (NL/DE)

PCAF 2

SBTi SDA

kg CO2/m2

Cement

PACTA

SBTi SDA

t CO2/tonne cement

Steel

PACTA

SBTi SDA

kg CO2/tonne steel

Automotive

PACTA

PACTA

kg CO2/km

Aviation

PACTA

SBTi SDA 3

g CO2/passenger km

Shipping

Poseidon Principles
(UMAS – FUSE)

Poseidon Principles

kg CO2/tonne nautical mile

Source: ING Terra progress report 2020

1 PACTA: Paris Agreement Capital Transition Assessment methodology of the 2˚ Investing Initiative, technology-based, utilising
asset-level data and forward looking capital expenditure plans of clients (where possible).
2 PCAF: Platform Carbon Accounting Financials – carbon accounting framework which prescribes the use of building energy
labels (EPC) as a proxy for CO2 or energy consumption data for residential real estate.
3 SBTi/SDA: Science Based Targets initiative’s Sectoral Decarbonization Approach – sets out sector decarbonisation pathways
designed so as to be in line with IEA (ETP) B2DS scenario using intensity metrics.
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To achieve our targets, we combine several approaches. We engage directly with clients
in climate-relevant sectors to support them in transitioning to less greenhouse gas
intensive technologies. On top of that when it comes to making financing decisions,
climate-related restrictions in ING’s ESR policy limit our exposure in certain sectors,
including a reduced appetite for unconventional fossil fuels (arctic offshore oil and
gas, tar sands, shale gas). For project finance we also apply the International Finance
Corporation’s performance standards and the Equator Principles, including a climate
change risk assessment.
With regards to the energy transition, we carefully monitor sector-specific
developments linked to the move towards a low-carbon economy. For upstream oil and
gas, our credit assessments include a strong focus on production costs. By focusing on
low-cost production, we work with our clients to ensure their businesses are resilient to
the risk of ‘stranded assets’.
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Lastly, we want to future proof our clients’ and our own business by empowering
clients to accelerate their transition to sustainability. We do this by offering sustainable
finance products, such as sustainability linked loans, green and social bonds and
sustainable investments. We continue to help set standards and innovate in the
market, for example by launching the world’s first sustainability linked loan with Royal
Philips as the sole sustainability coordinator in 2017, or being the first bank to embed
sustainable transition into fund finance with Quadria Capital. A dedicated team within
the ING Wholesale Banking serves as the global centre of expertise on sustainable
finance, providing expert advice, transaction structuring and driving sustainable
business opportunities for ING globally. The team works with all business lines to
guide ING’s lending portfolio to align with the well-below two-degree goal of the Paris
Agreement and achieve year-on-year progress on our climate ambitions.

We are also working on developing appropriate metrics and targets for climate risk. As
a member of the UNEP FI Pilot Project on Implementing the TCFD Recommendations
for Banks, we worked in sector working groups to develop methodologies that allow
translating the impact of climate change on, for instance, the effect on probability of
defaults. This is an initial attempt to quantify climate risk. However, methodologies
still need further refinement in order to draw substantial conclusions of their impacts.
We strive to further develop sector-specific methodologies for the identification and
assessment of the risks on hand as well as suitable translations into the potential
financial risks.

ING Group Climate risk report 2020
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6 Next steps

ING Group Climate risk report 2020

30

Contents

Foreword

Introduction

Governance

Our approach

6 Next steps
Our ambition is to embed climate within our risk appetite framework
and consider it throughout our business processes. However,
identifying the impact of climate change on the bank is an ongoing
development. We strive to build on our learnings so far and keep
refining our approach to managing climate risk moving forward.
This report provides an overview of the latest information on ING’s climate risk
management. We see climate change risk as both a strategic opportunity and a
financial risk. As such, we want to be prepared for what is to come. The years ahead
will determine the climate change pathway for society and businesses, which will
ultimately affect the level of climate risk to which we are all exposed.
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While climate change poses long-term challenges, shorter term scenarios are needed
to assess risks and inform stress tests that display the impact on risk ratios. We will
strive to overcome these challenges and take them into account as learnings, when we
are further outlining our approach to climate risk.
In the coming years, we aim to strengthen our capabilities, refine methodologies,
expand the scope of our risk assessments and ultimately embed climate risk in our
financial risk processes. Further updates on our progress on climate risk management,
including the implementation of the TCFD recommendations, will be available in our
integrated Annual Report.
With that, we hope this report provided an insightful overview of ING’s current actions
regarding the management of climate change and its related risks.

Addressing climate risk leads to better informed strategic decision-making in risk
management and a greater awareness of related business opportunities. The topic
requires a bank-wide approach that addresses not only climate change, but also
considers a range of environmental risks, such as biodiversity loss or water stress.
We recognise the challenge of developing methodologies to translate climate change
into financial risks. Defining the impact of climate change on specific assets remains
challenging. This is often due to the lack of available data, including sector-specific
and forward-looking data. An additional issue is working with conflicting time horizons.

ING Group Climate risk report 2020

31

Contents

Foreword

Introduction

Governance

Our approach

Sector insights

Climate metrics and targets

Next steps

Appendix

7 Appendix
Recommendations of the Taskforce for Climate-related Financial Disclosures
The Financial Stability Board published its TCFD recommendations in 2017, which focus on making climate-related disclosure more transparent. The following table provides reference
to ING’s progress on implementing the 11 TCFD recommended disclosures covered as part of this report.
TCFD Recommended Disclosure
Governance

Strategy

Risk Management

Metrics & Targets

Chapters where addressed
a

Describe the board’s oversight of climate-related risks and opportunities.

Governance

b

Describe management’s role in assessing and managing climate-related risks and opportunities.

Governance

a

Describe the climate-related risks and opportunities the organization has identified over the short, medium, and long term.

Our approach, Sector insights

b

Describe the impact of climate related risks and opportunities on the organization’s businesses, strategy, and financial planning.

Our approach, Sector insights

c

Describe the resilience of the organization’s strategy, taking into consideration different climate-related scenarios, including a two-degree or lower scenario.

Our approach, Sector insights

a

Describe the organization’s processes for identifying and assessing climate-related risks.

Our approach, Sector insights

b

Describe the organization’s processes for managing climate-related risks.

Our approach, Sector insights

c

Describe how processes for identifying, assessing, and managing climate-related risks are integrated into the organization’s overall risk management

Our approach, Sector insights

a

Disclose the metrics used by the organization to assess climate-related risks and opportunities in line with its strategy and risk management process.

Climate metrics and targets

b

Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse gas (GHG) emissions, and the related risks.

Climate metrics and targets

c

Describe the targets used by the organization to manage climate-related risks and opportunities and performance against targets.

Climate metrics and targets
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Important legal information
Nothing in this document expressed or implied, is intended to or shall
create or grant any right of any cause of action to, by or for any person
(other than ING Bank N.V.)
ING Group’s annual accounts are prepared in accordance with
International Accounting Standard 34 ‘Interim Financial Reporting’ as
adopted by the European Union (‘IFRS-EU’). In preparing the financial
information in this document, except as described otherwise, the same
accounting principles are applied as in the 2019 ING Group consolidated
annual accounts. All figures in this document are unaudited. Small
differences are possible in the tables due to rounding.
Certain of the statements contained herein are not historical facts,
including, without limitation, certain statements made of future
expectations and other forward-looking statements that are based
on management’s current views and assumptions and involve known
and unknown risks and uncertainties that could cause actual results,
performance or events to differ materially from those expressed or
implied in such statements. Actual results, performance or events may
differ materially from those in such statements due to a number of
factors, including, without limitation:
(1) changes in general economic conditions, in particular economic
conditions in ING’s core markets, including changes affecting currency
exchange rates,
(2) the effects of the COVID-19 pandemic and related response measures,
including lockdowns and travel restrictions, on economic conditions in
countries in which ING operates, on ING’s business and operations and on
ING’s employees, customers and counterparties,
(3) changes affecting interest rate levels,
(4) any default of a major market participant and related market
disruption,
(5) changes in performance of financial markets, including in Europe and
developing markets,

ING Group Climate risk report 2020

(6) changes in the fiscal position and the future economic performance
of the United States, including potential consequences of a downgrade of
the sovereign credit rating of the US government,
(7) consequences of the United Kingdom’s withdrawal from the European
Union,
(8) changes in or discontinuation of ‘benchmark’ indices,
(9) inflation and deflation in our principal markets,
(10) changes in conditions in the credit and capital markets generally,
including changes in borrower and counterparty creditworthiness,
(11) failures of banks falling under the scope of state compensation
schemes,
(12) non-compliance with or changes in laws and regulations, including
those financial services and tax laws, and the interpretation and
application thereof,
(13) geopolitical risks, political instabilities and policies and actions of
governmental and regulatory authorities,
(14) ING’s ability to meet minimum capital and other prudential
regulatory requirements,
(15) outcome of current and future litigation, enforcement proceedings,
investigations or other regulatory actions, including claims by customers,
(16) operational risks, such as system disruptions or failures, breaches of
security, cyber-attacks, human error, changes in operational practices or
inadequate controls including in respect of third parties with which we do
business,
(17) risks and challenges related to cybercrime including the effects
of cyber-attacks and changes in legislation and regulation related to
cybersecurity and data privacy,
(18) changes in general competitive factors,
(19) the inability to protect our intellectual property and infringement
claims by third parties,
(20) changes in credit ratings,
(21) business, operational, regulatory, reputation and other risks and
challenges in connection with climate change,
(22) inability to attract and retain key personnel,

(23) future liabilities under defined benefit retirement plans,
(24) failure to manage business risks, including in connection with use
of models, use of derivatives, or maintaining appropriate policies and
guidelines,
(25) changes in capital and credit markets, including interbank funding,
as well as customer deposits, which provide the liquidity and capital
required to fund our operations,
(26) the other risks and uncertainties detailed in the most recent annual
report of ING Groep N.V. (including the Risk Factors contained therein)
and ING’s more recent disclosures, including press releases, which are
available on www.ING.com.
This document may contain inactive textual addresses to internet
websites operated by us and third parties. Reference to such websites
is made for information purposes only, and information found at such
websites is not incorporated by reference into this document. ING does
not make any representation or warranty with respect to the accuracy
or completeness of, or take any responsibility for, any information found
at any websites operated by third parties. ING specifically disclaims any
liability with respect to any information found at websites operated
by third parties. ING cannot guarantee that websites operated by third
parties remain available following the publication of this document, or
that any information found at such websites will not change following the
filing of this document. Many of those factors are beyond ING’s control.
Any forward looking statements made by or on behalf of ING speak only
as of the date they are made, and ING assumes no obligation to publicly
update or revise any forward-looking statements, whether as a result of
new information or for any other reason.
This document does not constitute an offer to sell, or a solicitation of
an offer to purchase, any securities in the United States or any other
jurisdiction.
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Contact
Written and produced by ING Groep N.V.

For questions and feedback, please contact us at
sustainability@ing.com

ING Groep N.V.
Bijlmerdreef 106, 1102 CT Amsterdam
P.O. Box 1800, 1000 BV Amsterdam
The Netherlands
Telephone: +31 20 5639111
Internet:
www.ing.com
https://www.ing.com/Sustainability.htm
Commercial Register of Amsterdam, no. 33231073
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