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This white paper presents the key findings of research led by the PARC (Paris Agreement 
Research Commons) Foundation to assess the transition and mitigation performance of 
financial institutions.  

The work builds on a broader research effort carried out with contributions from the 
Columbia Center on Sustainable Investment (CCSI) and support from Arc. 
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academic research on the key challenges of the Paris Agreement, bringing together 
researchers, regulators, institutions and economic actors. Focusing on sustainable 
finance, it develops independent research, methodologies and data tools to support the 
alignment of financial systems with climate and sustainability objectives, and to help all 
economic actors achieve the goals of the Paris Agreement. 
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integrates data and frameworks, and surfaces the evidence needed to unlock business 
action and policy across the world. 
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In recent years, the financial ecosystem has seen a proliferation of data, tools, 
frameworks, and third-party initiatives aimed at assessing financial institutions’ (FIs) 
climate transition performance. Our two successive reports, Alignment Cookbooks 1 and 
21, have examined these challenges and their evolution in depth, contributing to 
methodological improvements and a more nuanced understanding of the issues at stake. 
The latest Alignment Cookbook highlighted the growing confusion within the practitioner 
ecosystem, which has often overshadowed the ultimate objective: financing2 the 
decarbonisation of the real economy. 

In this context, the PARC Foundation, with contributions from CCSI, developed a suite of 
transition frameworks for FIs (i.e. banks, asset managers, asset owners and insurers), 
that aim to be both methodologically robust and practically useful in steering real-world 
decarbonisation. Building on existing methodologies and open-source third-party data, 
these frameworks are designed to assess institutions’ transition maturity through an 
impact-driven lens, prioritising real-economy outcomes over process-based metrics. 

This paper distils the findings into five key messages. 

1. Emissions targets have been misleading. It is time to refocus attention. While 
financed emissions data remain a critical input to transition analysis, emissions metrics 
are distorted by attribution factors and may fluctuate independently of actual changes in 
real-world emissions. Emissions are best treated as lagging indicators and reference 
objectives to be complemented by financing, and engagement targets whose coherence 
should be explicitly assessed.  

2. Financing must become the backbone of climate strategy. Capital allocation is the 
primary lever through which FIs shape the transition. Assessment should shift from 
portfolio alignment to portfolio contribution across three interconnected levers: strategic 
asset allocation, financial products and instruments, and asset-level classification and 
maturity.  

3. Channels of influence must be assessed by FI type. Generic, largely quantitative 
engagement metrics overlook how banks, asset managers, asset owners, and insurers 
actually influence the real-economy. Frameworks should reflect institution-specific 
channels, prioritise outcomes over processes, and capture FIs’ role in building the 
conditions to scale investable markets. 

4. External factors must be integrated. Transition feasibility depends on enablers and 
barriers beyond FIs’ control. Frameworks should map these dependencies, use scenario 
analysis, account for their interactions, and encourage transparency on implementation 
barriers. 

5. Ex-post monitoring must be developed. After the talk comes the walk. Current 
practice remains largely focused on commitments made before capital is deployed (ex-
ante). But robust monitoring of how it flows (ex-post), grounded in attribution analysis 
that separates genuine decarbonisation from methodological effects, is essential to 
verify that commitments translate into measurable real-economy outcomes. 

 
1 Institut Louis Bachelier (ILB) et al. (2020). The Alignment Cookbook: A Technical Review of Methodologies 

Assessing a Portfolio’s Alignment with Low-Carbon Trajectories or Temperature Goal. Available at: link 
Institut Louis Bachelier (ILB). (2024). The Alignment Cookbook 2. Available at: link 
2 For the purposes of this paper, “financing” refers broadly to lending, investment, infrastructure 
financing, public markets activities, capital markets facilitation, and underwriting activities undertaken by 
financial institutions, depending on their business model. 

EXECUTIVE SUMMARY 

https://climate-transparency-hub.ademe.fr/wp-content/uploads/2021/01/cookbook.pdf
https://cdn.prod.website-files.com/672cea0ae7889396005b1e87/67fe6ea51460576d38634b50_cookbook-1107-1.pdf
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In recent years, the financial ecosystem has seen a multiplication of data, tools, 
frameworks, and third-party initiatives aimed at assessing financial institutions’ (FIs) 
climate transition performance. While these developments have contributed to greater 
improvement in methodologies and insights, they have also led to increasing confusion 
and have often overshadowed the ultimate objective of financing3 the decarbonisation of 
the real-economy. 

The clearest expression of this situation relates to mainstream approaches in current 
data frameworks focused on targets, notably financed emissions4 targets: while financed 
emissions data remain a critical input to transition analysis, they fall short of capturing 
the true impact of FIs on the real-economy and in guiding the actions they can undertake 
to support the transition. What is more, they can be misleading. “When a measure 
becomes a target, it ceases to be a good measure” (Charles Goodhart, UK monetary 
policy discussions, 1975). This well-known Goodhart’s Law highlights how any indicator, 
however relevant, can be manipulated or optimised once it becomes a political or 
strategic target, thereby losing its ability to reflect reality. A further section in the paper 
explains how it unfolds in the financing sector. 

Beyond this question, a more fundamental challenge lies in how impact itself is 
understood and measured. In ecological and low-carbon transitions, the true impact of 
actions often spans multiple scales, across sectors, geographies, and value chains, and 
involves interactions that are not readily captured by conventional quantitative 
indicators. As a result, discussions around real-world impact are gaining increasing 
prominence across the financial ecosystem, yet methodological approaches remain 
underdeveloped and fragmented. This limits the ability of FIs to consistently assess and 
compare their contribution to real-world decarbonisation. 

Many climate alignment methodologies continue to operate primarily at the level of 
disclosure, turning reporting into a compliance or box-ticking exercise rather than a 
genuine driver of strategic and operational transformation. The evidence is admittedly 
contrasted. Reviewing the UK experience, Witney (2025) concludes that mandatory 
disclosure led to "significant, one-off but persistent reductions in corporate GHG 
emissions". A substantial body of academic literature has nonetheless highlighted the 
limitations of disclosure, particularly in its voluntary and narrative forms. As Delmas, 
Etzion and Nairn-Birch (2013) note, "environmental disclosure does not necessarily 
reflect actual environmental performance". Similarly, Christensen, Hail and Leuz (2021) 
observe that "ESG disclosure primarily improves transparency but does not automatically 

 
3 For the purposes of this paper, “financing” refers broadly to lending, investment, infrastructure financing, 
public markets activities, capital markets facilitation, and underwriting activities undertaken by financial 
institutions, depending on their business model. 
4 Unless otherwise specified, “financed emissions” is used throughout this paper as a broad term 
encompassing all attributed emission methodologies, including for instance facilitated emissions and 
insurance-associated emissions as defined by PCAF (Partnership for Carbon Accounting Financials). 

CONTEXT 
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translate into better environmental outcomes". Lyon and Maxwell (2011) further argue 
that "voluntary environmental disclosure may be used strategically to divert attention 
from poor environmental performance". The point is therefore not whether disclosure 
matters, but under what conditions it does.  

In this increasingly challenging environment, the multiplication of data, indicators, and 
methodologies may direct attention toward comparing frameworks rather than driving 
tangible outcomes. The current geopolitical context, characterised by elements of 
climate-related deregulation in disclosure requirements and shifting policy signals, 
further compounds these challenges by affecting both the quality and the quantity of data 
available on transition dynamics and related issues. 

These dynamics have come at a real cost. The recent period has seen previously 
announced targets withdrawn, sustainability teams reduced or dismantled, and climate 
displaced from the strategic agenda of a number of institutions. Taken together, these 
shifts have driven a systemic step back from environmental considerations across the 
real economy. Within the financial sector, they have not only slowed progress across the 
sector but also challenged the initial expectation of converging transition practices 
across financial institutions. 

Against this backdrop, the current slowdown highlights the need for the financial 
ecosystem to reassess existing approaches and refocus the debate on what truly 
matters, namely which actions, levers, and metrics most effectively contribute to real-
economy decarbonisation. 

This leads to a key realisation: frameworks must be designed to be not only 
methodologically robust but also genuinely useful to financial institutions in guiding how 
they support real-world decarbonisation, ensuring that they are perceived as both 
relevant and legitimate by practitioners and effectively adopted. 

 

 

 

 

 

 

 

 

 



7 
 

 It is with this context and realisation in mind that the PARC Foundation led the 
development of transition assessment frameworks for financial institutions (FIs), 
with contributions from CCSI.  

Given the key role that FIs could play to deliver real-world outcomes, and the fact that 
their contributions and available levers differ depending on their type, four dedicated 
frameworks have been developed, each tailored to a specific category of FI: banks, asset 
managers (AMs), asset owners (AOs), and insurers. 

Such frameworks are designed to serve both external and internal stakeholders, enabling 
external assessment while providing FIs with actionable indicators to guide their own 
transition strategies. 

In this context, the developed frameworks place a primary focus on the contribution of 
FIs to the financing of the transition of the real-economy. This encompasses both impact 
alignment and impact generation, as defined by the Finance Sector Expert Group for Race 
to Zero and Race to Resilience (FSEG)5, referring respectively to increasing exposure to 
climate-aligned or credibly transitioning assets and to actively supporting real-economy 
decarbonisation by expanding investable opportunities linked to the transition.  

This approach is not risk-based. Although climate risk and impact are often linked, they 
operate through distinct logics and should not be treated as substitutes6. Incorporating 
climate risk scenarios into financial decision-making does not automatically translate 
into transition-aligned capital reallocation. The interaction between long-horizon 
modelled risks and short-term investment horizons can produce weak transmission into 
allocation decisions, or, when short-term effects are perceived, trigger defensive 
withdrawal from exposed assets rather than targeted investment in transition 
opportunities.  

This work builds on the extensive body of existing methodologies, guidance, voluntary 
and regulatory frameworks, data providers’ frameworks, and assessment tools, while 
critically assessing their strengths and limitations and identifying key blind spots that 
require further methodological development. The approach prioritises existing public 
data sources which evaluate the transition performance of financial institutions7. Particular 
attention was also paid to operational implementation constraints, including the 
coverage of financial institutions and geographies, as well as the regular updating of 
datasets. 

 
5 Finance Sector Expert Group for Race to Zero and Race to Resilience (FSEG) / Theia Finance. (2022). How 
Can Net Zero Finance Best Drive Positive Impact in the Real Economy? Discussion Paper. Available at: link 
6 Indeed, progress in managing transition risk does not necessarily translate into a positive real economy 
climate contribution, just as impactful transition strategies might not immediately reduce financial risk-
related exposure. 
7 This approach is in line with that followed by Arc in the TransitionArc platform – which evaluates the 
transition performance of corporates using similar open-source indicators.  

OUR APPROACH: WHAT & HOW 

https://theiafinance.org/wp-content/uploads/2022/05/FSEG-report-2_v3.pdf
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Figure 1: Non-exhaustive overview of data and framework providers used to build the framework. 

To this end, the development of the framework followed a structured and iterative 
approach, balancing methodological ambition with practical feasibility.  

It is grounded in a comprehensive review of indicators developed by market data 
providers, with a focus on those that are both theoretically relevant for assessing 
transition performance and operationally implementable. This process was 
complemented by ongoing exchanges with financial institutions and data providers to 
refine the approach, ensuring that it builds on existing practices and needs while 
addressing identified gaps through the introduction of additional indicators where 
needed.  

The identification of relevant data sources and associated indicators was then guided by 
the level of methodological transparency provided by data sources, notably regarding 
how raw data are processed and translated into indicators, as well as by the capacity of 
these indicators to meaningfully differentiate institutions’ transition performance. 

At a high level, each framework is structured around a set of core themes, largely inspired 
by the Transition Plan Taskforce (TPT), ACT Finance, SBTi, and net-zero initiatives. These 
themes follow a progressive logic, moving from governance and strategic intent through 
implementation to, ultimately, outcomes (see Figure 2).  

FIs’ contribution is assessed primarily, where possible, through outcome-oriented 
metrics, focusing on outputs and impacts rather than predominantly on process-based 
indicators. While process-based metrics capture how an institution organises and 
structures its transition strategy (e.g. existence of a deforestation exclusion policy), 
output-based metrics assess the direct actions undertaken to implement this strategy 
(e.g. the volume of financing allocated to climate solutions or credibly transitioning 
assets) and impact metrics8 aim to capture changes in the real-economy that can be fully 
or partly attributed to financial institutions. 

 

 

 

 
8 Impact Frontiers. (2018). Impact Management Norms. Available at: link 

https://impactfrontiers.org/norms/
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Building on this work, this paper highlights the key findings and the areas that matter most 
for assessing FIs’ contribution to real-economy decarbonisation. It identifies a limited set 
of priority dimensions and indicators that, in our view, can help financial institutions and 
the broader ecosystem move forward, by informing more robust methodologies, 
strengthening disclosure expectations, and supporting more meaningful assessment 
practices focused on real-world outcomes. 

The subsequent sections focus on specific areas of the framework (non-exhaustive). 

 

 

 

 

 

 

 

 

 

 

Figure 2: A Progressive Framework for Financial Institutions' Transition: From Strategy to Real-World Outcomes 
Core themes 
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Governance 
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To Results 
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Current portfolio-level target-setting methodologies adopted by FIs have historically 
focused primarily on tracking portfolio emissions. While these metrics provide a 
reference for measuring portfolio decarbonisation, emissions targets have sometimes 
taken on a predominant role in strategic steering, which can come at the expense of other 
levers. 

Research suggests that, when relied upon in isolation, FIs’ emissions targets may have 
limited impact on the real-economy and, in certain cases, can even generate 
counterproductive effects910. Financed emissions data remain a critical input to 
transition analysis. These limitations do not undermine their value but rather highlight the 
need to consider how they are used and which other indicators should complement 
them. This dynamic is partly rooted in the construction of financed emissions metrics 
themselves, which rely on monetary attribution factors initially designed to provide an 
“accounting” representation of emissions associated with financial activities, and which 
can introduce significant volatility into reported emissions trajectories, reflecting 
changes in holdings and/or market values111213.  

Attribution factors are often linked to metrics such as Enterprise Value Including Cash 
(EVIC), meaning that reported financed emissions can fluctuate significantly due to 
changes in holdings, market valuations, or interest rates rather than underlying 
emissions performance. As a result, reported emissions may fluctuate independently 
of any actual change in real-economy emissions. This decoupling can make it difficult 
for institutions to track underlying climate performance, as favourable market rallies can 
artificially “deflate” a portfolio’s carbon intensity, while a market downturn can trigger a 
breach of climate targets despite no change in real-world emissions14. Where such 

 
9 Columbia Center on Sustainable Investment (CCSI). (2023). Finance for Net Zero: Redefining Financial-
Sector Action to Achieve Global Climate Goals. Available at: link  
Institut Louis Bachelier (ILB). (2025). Financial Sector’s Path to Global Climate Goals: A Comprehensive 
Framework to Assess the Consolidated Alignment of Financial Institutions. Available at: link 
Schairer, S. et al. (2025). Out of the Light, into the Dark: How Shadow Carbon Financing Hampers the Green 
Transition and Increases Climate-Related Systemic Risk. Available at: link 
10 Energy Economics. (2023). Net-zero targets for investment portfolios: An analysis of financed emissions 
metrics. Available at: link 
11 Sabin Center for Climate Change Law (Columbia Law School). (2024). Shocking Financed Emissions: The 
Effect of Economic Volatility on the Portfolio Footprinting of Financial Institutions. Available at: link 
12 CFA Institute. (2024). What Is Non-Real Impact in Carbon Metrics? Available at: link 
13 Reclaim Finance. (2024). Targeting Net Zero: The need to redesign bank decarbonisation targets. 
Available at: link 
14 This challenge may be particularly pronounced for AM and AO exposed to listed markets, where financed 
emissions metrics are more sensitive to market valuation and portfolio composition effects. By contrast, 
banks and insurers are generally more directly connected to underlying economic activities through their 
lending and underwriting activities, making them comparatively less exposed to such distortions. 

EMISSIONS TARGETS HAVE BEEN MISLEADING.  
IT IS TIME TO REFOCUS THE ATTENTION 

https://ccsi.columbia.edu/finance-for-zero
https://parc-research.org/publication/how-can-we-measure-the-climate-trajectory-of-the-f
https://www.researchgate.net/publication/390272000_Out_of_the_light_into_the_dark_how_%27shadow_carbon_financing%27_hampers_the_green_transition_and_increases_climate-related_systemic_risk
https://www.sciencedirect.com/science/article/pii/S0140988323004152
https://scholarship.law.columbia.edu/cgi/viewcontent.cgi?article=1223&context=sabin_climate_change
https://blogs.cfainstitute.org/marketintegrity/2024/10/24/what-is-non-real-impact-in-carbon-metrics/
https://reclaimfinance.org/site/wp-content/uploads/2024/09/Targeting-Net-Zero-Report.pdf
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metrics remain in use, these effects can be mitigated by relying on unattributed 
emissions metrics or, where these cannot be applied, on debiasing approaches that 
correct for attribution effects (see Part 5). 

Beyond measurement challenges, a growing body of research highlights an “impact gap” 
between portfolio alignment and real-economy outcomes. As emphasised by Kölbel & 
Al.15, a distinction should be made between alignment, which measures the consistency 
of a portfolio with a given decarbonisation pathway, and “impact”, which refers to actual 
reductions in real-world emissions. By focusing on aligning portfolio emissions with 
emissions reduction pathways, such targets can, in some cases, incentivise divestment 
from carbon-intensive assets as a means of improving reported performance. While this 
strategy can support the achievement of internal net zero portfolio targets, it may not 
necessarily generate investor impact in the sense described by Kölbel & Al.15, as portfolio 
reallocation alone does not guarantee any change in the behaviour of the underlying 
companies or a corresponding reduction in real-world emissions. It may lead to 
unintended consequences where high-emitting assets are offloaded to actors less likely 
to support their transition, thereby prolonging their operation without meaningful 
decarbonisation16. This tension calls for greater emphasis, alongside emissions metrics, 
on the mechanisms through which FIs can contribute to real-economy decarbonisation. 

 

Figure 3: Moving beyond portfolio alignment towards real-economy impact 
Adapted from Can Sustainable Investing Save the World? (Kölbel, J. F., Heeb, F., Paetzold, F., & Busch, T.) 

 
15 Kölbel, J. F., Heeb, F., Paetzold, F., & Busch, T. (2020). Can Sustainable Investing Save the World? 
Reviewing the Mechanisms of Investor Impact. Available at: link 
16 Columbia Center on Sustainable Investment (CCSI). (2023). Finance for Net Zero: Redefining Financial-
Sector Action to Achieve Global Climate Goals. Available at: link  
Institut Louis Bachelier (ILB). (2025). Financial Sector’s Path to Global Climate Goals: A Comprehensive 
Framework to Assess the Consolidated Alignment of Financial Institutions. Available at: link 
Schairer, S. et al. (2025). Out of the Light, into the Dark: How Shadow Carbon Financing Hampers the Green 
Transition and Increases Climate-Related Systemic Risk. Available at: link 

https://journals.sagepub.com/doi/10.1177/1086026620919202
https://ccsi.columbia.edu/finance-for-zero
https://parc-research.org/publication/how-can-we-measure-the-climate-trajectory-of-the-f
https://www.researchgate.net/publication/390272000_Out_of_the_light_into_the_dark_how_%27shadow_carbon_financing%27_hampers_the_green_transition_and_increases_climate-related_systemic_risk
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Consequently, while financed emissions data continue to play an important role in 
transition analysis, emissions metrics can serve as a reference objective that sets the 
overarching direction of a decarbonisation strategy, which must then be supported and 
operationalised through a concrete and actionable set of targets17. In this 
perspective, emissions should primarily function as lagging (or trailing) indicators18 
used to assess ex-post whether the institution has effectively achieved its 
decarbonisation objective and, grounded in attribution analysis, whether this has 
translated into genuine real-economy emissions reductions (see Part 5). 

Recentring the discussion on what truly matters requires shifting attention away from 
headline declarations toward the concrete construction of business plans capable of 
delivering the structural transformation needed to address a challenge as complex as the 
climate transition. No single standalone metric or target can, in isolation, effectively 
drive GHG emissions reductions in the real-economy over the long term19, which calls 
for a more holistic approach to target-setting and assessment.   

This implies considering not only emissions-related targets, but also a broader range of 
targets, with a greater emphasis on financing targets (see Part 2) - beyond commonly 
used exclusion policies related to fossil fuels - as well as engagement targets focused on 
how financial institutions can influence their counterparts, stakeholders and markets 
(see Part 3) to enable tangible real-economy change. This evolution is already reflected 
in practice: most major net zero target-setting frameworks, including Institutional 
Investors Group on Climate Change Net Zero Investment Framework (IIGCC NZIF), the 
Science Based Targets initiative Financial Institutions Net-Zero Standard (SBTi FINZ), and 
the Net-Zero Asset Owner Alliance Target Setting Protocol (NZAOA TSP), have recently 
moved beyond a narrow focus on emissions metrics toward more integrated approaches 
that incorporate a wider range of targets to steer and monitor progress, while emissions 
indicators remain critical to validate outcomes over time. 

One important missing piece remains the assessment of the overall coherence 
between how these different targets are designed and implemented. As highlighted 
by actors such as ShareAction in the banking industry, current market practices often 
consist of constructing multiple categories of targets that fail to complement one 
another20. Treating targets in isolation can therefore create gaps and inconsistencies that 
weaken the credibility of FIs transition commitments. This calls for the development of 
indicators that assess the consistency across the different categories of climate targets 

 
17 Adapted from Institutional Investors Group on Climate Change (IIGCC). (2024). Implementation 
Guidance for Objectives and Targets — Net Zero Investment Framework. Available at: link 
18 Science Based Targets initiative (SBTi). (2025). Financial Institutions Net-Zero Standard. Available at: link 
19 UNEP FI. (2022). UN-convened Net-Zero Asset Owner Alliance: Target Setting Protocol — Second Edition. 
Available at: link 
20 ShareAction. (2024). Mind the Strategy Gap: How Disjointed Climate Targets Are Setting Banks Up to Miss 
Net-Zero. Available at: link  

https://www.iigcc.org/our-work/framework-tools/net-zero-investment-framework/implementation-guidance-for-objectives-and-targets/the-portfolio-decarbonisation-reference-objective
https://files.sciencebasedtargets.org/production/files/Financial-Institutions-Net-Zero-Standard.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2022/01/NZAOA-Target-Setting-Protocol-Second-Edition.pdf
https://shareaction.org/reports/mind-the-strategy-gap
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set by FIs21, combining both qualitative and structural criteria to evaluate whether 
financing and engagement strategies are effectively aligned with overarching 
decarbonisation objectives. 

 
Figure 4: Holistic and complementary indicators to drive consistent real-world decarbonisation 

 

 

 

 

 

 

 
21 Recent initiatives call for insurers to ensure target consistency not only across categories but also 
between underwriting and investment activities, as part of a broader approach to coherence across the two 
sides of the balance sheet. These two activities are distinct but closely interconnected, as decisions made 
on one side can materially influence transition outcomes on the other. See for instance the FIT's Total 
Balance Sheet (TBS) approach (FIT (2025). A Total Balance Sheet Transition. Available at: link) 

https://www.unepfi.org/industries/insurance/a-total-balance-sheet-transition-a-holistic-transition-plan-guide-linking-the-underwriting-and-investment-portfolios-of-insurers-and-reinsurers/
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Capital allocation22 constitutes one of the key levers through which FIs influence the 
transition of the real-economy. If emissions changes represent the ultimate objective, 
financing decisions determine FIs’ role in supporting the transition. FIs must therefore 
recentre their transition strategy on financial flows, their core business. 

Historically, the financial sector’s climate narrative has been largely shaped by “de-
risking” and “footprinting”, approaches that have often emphasised the measurement of 
emission stocks while the mobilisation of capital flows to support the transition has 
received comparatively less attention. Current frameworks have often focused on the 
decarbonisation of balance sheets, in some cases driving institutions to divest from 
carbon-intensive sectors in order to meet short-term targets. Yet a focus on emissions 
accounting alone rather than on capital allocation overlooks the fundamental role of 
financial flows in driving transition outcomes. 

Placing greater emphasis on financing strategies, alongside portfolio decarbonisation, 
may have a more direct impact on real-world decarbonisation23. To bridge the multi-
trillion-dollar investment gap required to achieve global climate goals, financing must 
become a central pillar of FIs’ climate strategies.  

At the core of the transition, FIs are ultimately expected to deliver on what matters 
most: directing capital flows toward real-economy decarbonisation. Financing 
metrics offer a key advantage in this respect. Unlike emissions trajectories, they can be 
aggregated, enabling financial flows to be summed and consolidated from the portfolio 
level to the sectoral and macroeconomic levels24. As a result, they provide a tangible 
means of tracking and steering the collective effort required to support the transition. 

Operationalising this ambition requires moving away from fragmented initiatives and 
adopting a credible framework for assessing FIs’ climate performance that shifts the 
diagnostic lens from portfolio alignment to portfolio impact.  

To evaluate whether an FI is genuinely contributing to real-economy decarbonisation, 
assessment frameworks must move beyond static carbon accounting and link 
macroeconomic intent with asset-level reality by evaluating how climate 

 
22 Capital allocation is used broadly to cover the full range of FIs' core financial activities, including direct 
financing, capital market facilitation, and related engagement activities, through which FIs direct capital 
flows across the economy. 
23 Columbia Center on Sustainable Investment (CCSI) and Man Group. (2024). Climate Allocation 
Compass: A Framework for Real-World Decarbonisation (Compass-FRWD). Available at: link 
24 Institut Louis Bachelier (ILB). (2025). Financial Sector’s Path to Global Climate Goals: A Comprehensive 
Framework to Assess the Consolidated Alignment of Financial Institutions. Available at: link 
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considerations are integrated across three complementary and interconnected 
levels: i) Strategic Asset Allocation; ii) Capital transmission through financial 
products and instruments; and iii) Asset-level classification and maturity. Together, 
these levels capture institutions’ capacity to direct, manage and verify capital 
deployment and translate climate ambitions into measurable real-economy outcomes. 

As financial flow metrics remain at an early stage, such an approach would play a 
catalytic role in consolidating them, strengthening both their methodological robustness 
and their usefulness for the decisions that steer capital towards the transition. 

 

2.1 Strategic Asset Allocation: the steering wheel 

Strategic Asset Allocation (SAA) represents the highest level of fiduciary leverage and 
constitutes the macro level through which FIs can influence the transition of the real-
economy. By determining long-term capital allocation across asset classes, sectors, 
geographies and investment themes, SAA shapes the overall direction of financial flows.  

Mainstreaming financing within climate strategy requires a fundamental rewiring of 
SAA. Rather than remaining a secondary ESG overlay, climate risks and transition 
opportunities must be integrated into long-term Capital Market Assumptions (CMA), as 
these ultimately drive strategic asset allocation decisions that subsequently influence 
portfolio construction and capital deployment25.  

A credible approach should place greater emphasis on forward-looking indicators 
(such as CapEx), alongside backward-looking reported emissions. Climate scenarios 
and sector- and geography-specific transition pathway analyses must therefore be 
embedded into the strategic asset allocation process to identify decarbonisation levers, 
investment opportunities and financing gaps across the economy26. Indicators and 
targets derived from these pathways and scenario-based benchmarks can then be used 
by FIs to assess whether capital is being allocated at the scale and pace required to 
support the transition, while serving as a reference point for capital allocation across 
asset classes, sectors and geographies.  

The contribution of SAA to transition outcomes requires indicators capable of 
assessing whether the global investment strategy is aligned with macro-level 
decarbonisation pathways and the financing needs implied by them. This may include 
evaluating whether FIs have adjusted internal capital allocation mechanisms27 to support 

 
25 A broader challenge relates to the mismatch between the 3–5 year horizons typically embedded in 
strategic asset allocation processes and the 10–30 year horizons associated with climate transition 
pathways. 
26 Columbia Center on Sustainable Investment (CCSI) and Man Group. (2024). Climate Allocation 
Compass: A Framework for Real-World Decarbonisation (Compass-FRWD). Available at: link 
27 E.g. hurdle rates, cost of capital assumptions 

https://ccsi.columbia.edu/sites/ccsi.columbia.edu/files/content/docs/publications/CCSI-climate-allocation-compass.pdf
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climate solutions and credibly transitioning activities, and how trade-offs between risk-
return considerations and climate objectives are managed. Ultimately, this alignment 
should be reflected in strategic allocation decisions that actively direct capital toward 
areas where financing gaps are greatest and where additional financing is most needed 
to support the transition, rather than merely optimising portfolio characteristics. 

 
Figure 5: How to construct and assess a Strategic Asset Allocation consistent with climate considerations? 

2.2 Financial products and instruments : the transmission mechanisms 

Financial products and vehicles constitute the intermediate level through which strategic 
asset allocation decisions are translated into real-economy investment outcomes, 
determining how capital is ultimately deployed across sectors, geographies and 
activities.   

This intermediate level leverages existing and evolving regulatory frameworks, such as 
the EU Paris-Aligned Benchmarks (PAB), Climate Transition Benchmarks (CTB), or SFDR 
(Article 8 and 9), to institutionalise climate mandates. However, to move beyond simple 
benchmark tracking, this layer must increasingly rely on targeted instruments such as 
Green Bonds, Sustainability-Linked Bonds (SLBs), blended finance structures, and 
dedicated Transition Funds. These products respond to two structural requirements: 
providing issuers with the cost-of-capital signals necessary to finance their transition, 
and offering institutional investors the standardised, transparent frameworks required to 
deploy capital at scale.   
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The growing importance of these instruments raises the question of how their 
effectiveness in supporting climate objectives should be assessed. 

Current market practices often place significant emphasis on indicators such as the 
share of assets under management classified as Article 8 and Article 9 under SFDR, 
investment in labelled products, or exclusion-based approaches. While these metrics 
provide useful information regarding portfolio characteristics, they offer limited insight 
into the directionality of financial flows and their contribution to real-economy 
decarbonisation.  

The focus should instead be placed on whether financial products effectively 
channel capital toward climate solutions and credible transition activities, taking 
into account the specific transmission channels through which different FI typologies and 
financial instruments reach the real-economy2829. Indicators such as financing targets for 
climate solutions and transition counterparties, as well as the green-to-brown ratio, can 
help assess whether capital is being redirected at the scale and pace required to support 
the transition30. 

Beyond the directionality of financial flows, assessing the contribution of financial 
products also requires considering their additionality. The contribution of financing to 
the transition varies significantly depending on the financial instrument used, the sector 
targeted and the geographic context. As a result, one unit of capital deployed does not 
generate the same transition impact everywhere.  

In this respect, financing directed toward emerging markets and developing economies 
(EMDEs) deserves particular attention. These economies face substantial financing gaps 
while being central to achieving global decarbonisation objectives31. Mobilising capital at 
scale requires dedicated transmission mechanisms to de-risk investment in emerging 
markets where the climate impact per dollar is highest. 

Tracking the deployment of such mechanisms constitutes an important dimension32. 
Assessment approaches should therefore consider financing flows directed toward 
EMDEs across different asset classes and financing channels, including blended finance 

 
28 Institut Louis Bachelier (ILB). Green/Brown Ratio: Focus on the Energy Supply Ratio (ESR) (2025). 
Available at: link 
29 For insurers, transmission channels occur through both investment and insurance activities. 
30 Support for climate solutions and credible transition activities should be assessed not only through 
financing flows, but also through underwriting activities, considering both existing underwriting portfolios 
(stock) and newly deployed underwriting capacity (flows). 
31 Supporting sustainable economic development in these economies is essential to enable green growth 
pathways and achieve global decarbonisation objectives since a disproportionate share of future 
emissions will come from EMDEs. 
32 Greater transparency and availability of data regarding EMDE investments may further contribute to 
reducing perceived risks, improving market understanding and supporting the mobilisation of private 
capital. (see CCSI. From Promise to Performance: Reforming Blended Finance for Scale (2025). Available 
at: link) 

https://www.institutlouisbachelier.org/au-programme/actualites/le-green-brown-ratio
https://ccsi.columbia.edu/promise-performance-reforming-blended-finance-scale/
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structures, co-financing arrangements with Development Finance Institutions (DFIs), 
and Public-Private Partnerships (PPPs). 

Directionality and additionality provide important insights into how financial products 
support the transition. However, a comprehensive assessment also requires 
considering financing activities that may undermine climate objectives. 

Current market practices primarily assess harmful financing flows through indicators 
related to fossil fuel financing, often complemented by exclusion policies and divestment 
commitments. While these approaches provide important information, they capture only 
part of the broader range of financing activities that may adversely affect climate 
outcomes. 

In this respect, financing linked to deforestation and unsustainable land-use change 
warrants particular attention. Forests play a critical role in global climate regulation, with 
primary forests acting as major carbon sinks while supporting biodiversity and ecosystem 
resilience. Financial flows directed toward activities associated with deforestation can 
therefore significantly undermine climate mitigation efforts and offset the benefits 
generated by transition financing elsewhere in the economy.  

Financial institutions should consequently assess and monitor financing flows directed 
toward sectors and activities associated with deforestation through indicators capable 
of tracking the (mis)alignment of their portfolios with deforestation and broader land-use 
change objectives. Such indicators can help distinguish between financing contributing 
to deforestation and financing supporting the preservation and restoration of natural 
ecosystems. 

2.3 Asset classification and maturity: the granular engine 

Asset classification and maturity assessment constitute the execution layer through 
which financing strategies are translated into bottom-up portfolio construction and 
stock-picking decisions. At this level, asset classification determines what is ultimately 
being financed and whether it contributes to transition objectives.  

At this level, FIs must rely on robust taxonomies and comprehensive assessment 
frameworks to classify activities and assets according to their contribution to 
transition outcomes33. Robust asset-level classification provides the foundation upon 
which strategic allocation and financial products can be effectively designed and 
assessed. Such classification systems must distinguish between different forms of 

 
33 Advanced analytical tools, including AI-based approaches, may support FIs in identifying and classifying 
activities with the greatest transition impact and facilitate more targeted capital allocation.  
(see CCSI. A Metric for Financing Real-World Decarbonisation (2024). Available at: link)  

https://ccsi.columbia.edu/metric-for-financing-real-world-decarbonization/
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contribution to the transition. In practice, this requires both the scaling of climate 
solutions and the expansion of transition finance. 

Today, multiple approaches coexist, each relying on different nomenclatures, indicators 
and assessment methodologies to categorise assets based on their transition readiness. 
Despite this market heterogeneity, a growing convergence is emerging around the 
use of maturity scales and “traffic light” systems to guide and monitor climate related 
financing34. Maturity stages are defined using a clear set of criteria assessed through a 
checklist-based approach. This structure increases transparency regarding the 
underlying indicators and allows for a cumulative evaluation of entities across a range of 
dimensions35 (e.g. Capex alignment, governance, interim milestones).  

Existing frameworks generally converge around two broad categories: financing directed 
toward climate solutions (e.g. enablers and/or counterparties already aligned with net 
zero34) and financing supporting credible transition counterparties (high-emitting entities 
with robust and science-based transition plans).  

While taxonomies relating to climate solutions are relatively mature (e.g. the EU 
taxonomy…), there remains no clear market consensus on what constitutes a 
“transitioning financial flow”. The absence of sufficiently clear and consistent 
taxonomies exposes the industry to a risk of “transition washing”, whereby capital is 
allocated to high emitting activities without adequate conditionality, accountability or 
verifiable transition milestones. This challenge is further reinforced by the lack of 
standardised corporate transition plans, particularly in hard-to-abate sectors, making it 
difficult to assess the credibility of transition counterparties and the financing flows 
directed toward them.  

More fundamentally, current assessment practices can create a tension between short-
term portfolio decarbonisation objectives and the financing of real-economy transition. 
Under strict emissions-based approaches, financing the decarbonisation of carbon-
intensive counterparties may temporarily increase financed emissions despite 
contributing to long-term emissions reductions. Assessment frameworks therefore need 
to recognise and reward credible transition financing pathways rather than 

 
34 See for instance: Science Based Targets initiative (SBTi). (2025). Financial Institutions Net-Zero Standard. 
Available at: link ; GFANZ. (2022). Financial Institution Net-zero Transition Plans: Fundamentals, 
Recommendations, and Guidance. Available at: link ; Investor Climate Action Plans (ICAPs). (2021). 
Expectations Ladder. Available at: link ; Sustainable Markets Initiative Asset Manager and Asset Owner Task 
Force (SMI AMAO). (2023). Transition Categorisation Framework. Available at: link ; Climate Bonds 
Initiative. (2020). Financing Credible Transitions: How to Ensure Integrity in Transition Finance. Available at: 
link ; PMDR. (2024). Private Markets Decarbonisation Roadmap (PMDR) 2.0. Available at: link ; Transition 
Plan Taskforce (TPT). (2023). Disclosure Framework. Available at: link ; Climate Policy Initiative. (2025). Net 
Zero Finance Tracker (NZFT) Methodology. Available at: link ; Assessing low-Carbon Transition (ACT) 
Initiative. (2025). ACT Core Methodology. Available at: link 
35 Institut Louis Bachelier (ILB). (2025). Financial Sector’s Path to Global Climate Goals: A Comprehensive 
Framework to Assess the Consolidated Alignment of Financial Institutions. Available at: link 

https://files.sciencebasedtargets.org/production/files/Financial-Institutions-Net-Zero-Standard.pdf
https://assets.bbhub.io/company/sites/63/2022/09/Recommendations-and-Guidance-on-Financial-Institution-Net-zero-Transition-Plans-November-2022.pdf
https://theinvestoragenda.org/wp-content/uploads/2021/05/expectations-ladder.pdf
https://a.storyblok.com/f/109506/x/6675975ef4/smi-transition-categorisation-framework.pdf
https://www.climatebonds.net/data-insights/publications/financing-credible-transitions
https://www.bain.com/link/ce7edf6a2cc34f068943d87a9f9d2afb.aspx
https://www.ifrs.org/content/dam/ifrs/knowledge-hub/resources/tpt/disclosure-framework-oct-2023.pdf
https://www.climatepolicyinitiative.org/wp-content/uploads/2025/10/NZFT-Methodology.pdf
https://actinitiative.org/wp-content/uploads/pdf/act-core-methodology.pdf
https://parc-research.org/publication/how-can-we-measure-the-climate-trajectory-of-the-f
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systematically penalising temporary exposure to high-emitting assets. Otherwise, 
capital allocation may continue to favour portfolio optimisation over real-economy 
decarbonisation. 
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FIs climate strategies implicitly rely on a theory of change linking their strategic 
objectives to expected impacts in the real-economy through different channels of 
influence such as capital allocation, risk pricing, and stewardship. However, as 
highlighted by the UN FSEG, transition outcomes are co-produced by financial and 
real-economy actors, making it difficult to isolate the marginal contribution of financial 
institutions and posing a core identification challenge for data-related impact36. 

While this attribution challenge remains significant, current assessments of engagement 
and stewardship are often conducted through a generic lens, relying on a common set of 
largely quantitative metrics. This reflects a legitimate objective of promoting 
standardisation and comparability across FI types. However, these approaches tend to 
overlook the fact that the mechanisms through which FIs influence real-economy 
changes differ across banks, asset managers, asset owners, and (re)insurers. These 
differences reflect the nature of their core activities, the relationships they maintain with 
corporates (i.e. financing, investment, insurance), as well as the balance-sheet 
structures and financial instruments through which these activities are conducted. Such 
differences across FI types call for a differentiated assessment of influence that 
reflects both the specific channels and the distinct ways in which different types of 
institutions contribute to real-economy outcomes. 

Existing methodologies tailored to specific categories of FIs tend to focus primarily 
on relationships with traditional counterparts, namely clients, investees, savers and 
investors. While these channels remain central, they do not fully capture the broader 
set of relationships through which FIs may influence key actors and processes 
contributing, directly or indirectly, to transition outcomes.  

For insurers, important channels of influence extend beyond direct engagement with 
policyholders. Distribution channels and claims management processes have 
increasingly been identified as relevant channels through which insurers can translate 
transition objectives into underwriting and post-loss practices37. However, their 
assessment remains challenging due to the multiple layers of actors involved across 
these channels. A robust assessment approach could consider both upstream and 
downstream channels. Across distribution channels, it could assess whether climate 
criteria are embedded in the guidelines passed on to brokers and other intermediaries, 

 
36 FSEG. (2022). How Can Net Zero Finance Best Drive Positive Impact in the Real Economy? Available at: 
link 
37 See for instance Forum for Insurance Transition to Net Zero (FIT). Underwriting the Transition: A Deep-
Dive Transition Plan Guide for Insurance and Reinsurance Underwriting Portfolios (2025). Available at: link 
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https://theiafinance.org/wp-content/uploads/2022/05/FSEG-report-2_v3.pdf
https://theiafinance.org/wp-content/uploads/2022/05/FSEG-report-2_v3.pdf
https://theiafinance.org/wp-content/uploads/2022/05/FSEG-report-2_v3.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2025/07/2nd-FIT-Transition-Plan_Final.pdf
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and whether these partners are themselves evaluated against such criteria. Further 
downstream, in claims management, it could assess whether claims management 
processes incorporate lower-carbon repair and replacement practices. The objective is 
to assess not only whether engagement practices are structured and consistent across 
the actor chain, but also whether they translate into the effective integration of climate 
considerations into operational decisions and outcomes. 

Similarly, for asset managers (AM), important channels extend beyond portfolio 
companies38. Benchmark methodologies and tracking-error constraints often act as de 
facto allocation rules, shaping portfolio construction across both passive and active 
strategies. In this context, engagement with index providers, whose methodological 
choices determine constituent selection, weighting, rebalancing and exclusion rules, 
becomes a potentially important lever of influence39. Yet, despite the role of benchmarks 
in shaping investment universes and capital allocation decisions, this channel remains 
insufficiently captured by current methodologies. Recent work such as the GFANZ Index 
Investing Guidance40 offers an early reference point for what structured engagement with 
index providers can look like in practice. Building on this, an indicator could capture 
whether an asset manager actively advocates for methodological changes by index 
providers, such as climate-tilted weightings or exclusion rules. 

Regarding asset owners (AO), the relationship with AM is already a central component 
of existing approaches. Key mechanisms such as escalation policies and voting control 
are widely covered, but are often assessed through predominantly quantitative 
indicators, sometimes at the expense of evaluating the quality, effectiveness and 
outcomes of engagement activities. In the case of escalation policies, a more robust 
assessment would require examining the clarity of escalation triggers, the robustness of 
escalation pathways and the effectiveness of corrective actions when climate-related 
expectations are not met. Alongside these established mechanisms, investment 
mandates are gaining momentum as a key channel through which AO can influence the 
implementation of climate objectives by AM. Despite their central role in translating 
strategic objectives into day-to-day investment and stewardship practices, approaches 

 
38 Recent methodological developments have started to provide more structured approaches to assessing 
investor influence with portfolio companies. For example, the FIR's VOICE methodology seeks to provide 
investors with a common framework for measuring and accounting engagement activities and their 
influence. This approach differentiates between the observable effects of engagement interactions 
(outputs) and the broader corporate changes to which these interactions may have contributed 
(outcomes), while recognising the iterative nature of influence. (see FIR (2026). VOICE Methodology. 
Available at: link) 
39 Engaging with index providers to impact benchmark structuration is particularly important for geography 
and industry representation to avoid skewed capital allocation. (see Raddatz, C., Schmukler, S. L., and 
Williams, T. (2017). International Asset Allocations and Capital Flows: The Benchmark Effect. Available at: 
link) 
40 GFANZ. (2024). Index Investing Report: Guidance to Support Real Economy Decarbonization. Available 
at: link 

https://www.frenchsif.org/isr_esg/wp-content/uploads/FIR_Methode-Voice-GB_Interactif_08-06.pdf
https://www.sciencedirect.com/science/article/abs/pii/S0022199617300739
https://assets.bbhub.io/company/sites/63/2024/10/GFANZ-Index-Investing-Report-October-2024.pdf
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to their assessment remain relatively nascent. A more robust assessment would examine 
whether mandates set explicit climate expectations and associated KPIs, whether these 
are actively monitored over the life of the mandate, and whether clear escalation 
procedures are triggered when they are not met. 

Figure 6: Key channels of influence for insurers, AMs and AOs 

Beyond identifying institution-specific channels of influence, assessment frameworks 
should also recognise that FIs occupy different positions within the broader financial 
value chain. These positions shape the relationships they maintain, the tools and levers 
available to them, and ultimately the nature and scope of their contribution to transition 
outcomes. Consequently, even when FIs share similar channels of influence, they may 
contribute differently to real-world outcomes. 

One important missing piece remains the assessment of how FIs contribute to 
expanding investable markets for climate solutions and credible transitioning 
assets. Current assessment frameworks largely overlook ecosystem-level coordination, 
despite the fact that scaling such markets often requires coordinated action among 
financiers, policymakers, infrastructure providers, insurers, development finance 
institutions and other economic actors. A climate solution, for instance, may fail to 
attract investment not due to its intrinsic viability, but rather to the absence of key 
enabling conditions, including adequate insurance coverage, sufficient supporting 
infrastructure (e.g. grid capacity), and appropriate de-risking mechanisms (in the case of 
EMDEs). 

Addressing this gap calls for the development of indicators capable of capturing credible, 
measurable and long-term efforts led by FIs to mobilise and coordinate these actors 
around the creation of enabling market conditions. The relevance and potential 
effectiveness of such efforts depend on the position occupied by each FI within the 
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broader economic value chain, which determines both the actors they can influence and 
their ability to address specific barriers to the scaling of investable markets. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



27 
 

 
 

 

KEY TAKEAWAYS 
FIS CHANNELS OF INFLUENCE IN DRIVING THE TRANSITION OF THE 
REAL-ECONOMY 
 

EXTERNAL FACTORS: MAPPING ENABLERS AND BARRIERS TO TRANSITIONfeasibility 

KEY TAKEAWAYS 
FIS CHANNELS OF INFLUENCE IN DRIVING THE TRANSITION OF THE 
REAL-ECONOMY 
 

EXTERNAL FACTORS: MAPPING ENABLERS AND BARRIERS TO TRANSITION 

FEASIBILITYKEY TAKEAWAYS 
FIS CHANNELS OF INFLUENCE IN DRIVING THE TRANSITION OF THE 
REAL-ECONOMY 
 

EXTERNAL FACTORS: MAPPING ENABLERS AND BARRIERS TO TRANSITIONfeasibility 

KEY TAKEAWAYS 
FIS CHANNELS OF INFLUENCE IN DRIVING THE TRANSITION OF THE 
REAL-ECONOMY 
 

EXTERNAL FACTORS: MAPPING ENABLERS AND 
BARRIERS TO TRANSITION FEASIBILITY  

 

EXTERNAL FACTORS: MAPPING ENABLERS AND 
BARRIERS TO TRANSITIONfeasibility  

 

EXTERNAL FACTORS: MAPPING ENABLERS AND BARRIERS TO TRANSITION 

FEASIBILITYKEY TAKEAWAYS 
FIS CHANNELS OF INFLUENCE IN DRIVING THE TRANSITION OF THE 
REAL-ECONOMY 
 

EXTERNAL FACTORS: MAPPING ENABLERS AND BARRIERS TO TRANSITIONfeasibility 

KEY TAKEAWAYS 
FIS CHANNELS OF INFLUENCE IN DRIVING THE TRANSITION OF THE 



28 
 

 

 

 

The feasibility of the transition strategies depends not only on the willingness of FIs 
but also on a range of external factors that lie beyond their direct control and that 
determine whether transition-related opportunities are investable. These dependencies 
may evolve overtime and can be either location-specific or location-agnostic4142. Yet, 
such external factors remain a critical missing piece in many existing approaches and 
require a more structured assessment of the enablers and barriers that shape transition 
outcomes. 

Current market practices provide limited visibility on how contextual conditions 
influence progress and interact with the actions of FIs. One of the more advanced 
approaches is proposed by Assessing Transition Plan Collective (ATP-Col), which 
identifies ten categories of external dependencies, including policy strategy, 
technological development, and resource availability41. ATP-Col also highlights that 
geopolitical dynamics can significantly affect these dependencies (e.g. on resource 
availability), as these dependencies often extend beyond national borders.  

 

Figure 7: Typology of external dependencies that can influence a transition plan. Adapted from Assessing the Credibility of a 
Company's Transition Plan: Framework and Guidance (ATP Col) 

 
41 WBA. (2024). ATP-Col Guidance and Framework Document. Available at: link 
42 European Commission, JRC. (2025). Company transition plans for climate change mitigation: Identifying 
external factors to analyze geographical dependencies in energy-intensive industries. Available at: link 

EXTERNAL FACTORS: MAPPING ENABLERS 
AND BARRIERS TO TRANSITION FEASIBILITY  

 

 

 

 

 

 

 

https://assets.worldbenchmarkingalliance.org/app/uploads/2024/09/ATP-Col-guidance-and-framework-document.pdf
https://assets.worldbenchmarkingalliance.org/app/uploads/2024/09/ATP-Col-guidance-and-framework-document.pdf
https://www.bing.com/ck/a?!&&p=f2f709081070aef04e94df2859715a542d80132c5dc3d8f0adefd4ee60118512JmltdHM9MTc3MzI3MzYwMA&ptn=3&ver=2&hsh=4&fclid=14ddd4f4-022d-60dc-209a-c20303036100&psq=Company+transition+plans+for+climate+change+mitigation%3a+Identifying+external+factors+to+analyse+geographical+dependencies+in+energy-intensive+industries.+Available+at%3a+link&u=a1aHR0cHM6Ly9wdWJsaWNhdGlvbnMuanJjLmVjLmV1cm9wYS5ldS9yZXBvc2l0b3J5L2JpdHN0cmVhbS9KUkMxNDM2MzAvSlJDMTQzNjMwXzAxLnBkZg
https://publications.jrc.ec.europa.eu/repository/bitstream/JRC143630/JRC143630_01.pdf
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The scope of analysis should thus reflect the relevant geographic scope of influence. 
In this evolving context, assessing the feasibility of transition strategies requires a 
forward-looking perspective and calls for FIs to anticipate how their operating 
environment may evolve. Scenario analysis can serve as a foundation for this process by 
defining a set of assumptions about external factors across different time horizons, 
against which strategies can be tested and quantified, including their implications for 
decarbonisation pathways and market dynamics. External factors may either constrain 
or enable the implementation of mitigation options, and their relative importance may 
shift overtime42. Integrating these enablers and barriers into the analysis is therefore 
essential to ensure that transition performance is anchored in its real-world context, 
rather than assessed against a standalone plan disconnected from evolving external 
conditions. 

To support this process, the development of structured frameworks and practical tools 
could help operationalise the identification and management of these enablers and 
barriers. First, qualitative and quantitative metrics could be developed to enable FIs to 
map external factors (i.e. policy, regulation, market and economics, public acceptance, 
consumer and client behaviour, infrastructure and logistics, technology, resource 
availability, environmental impacts and ecosystem services, labour availability)  and 
assess their relative degree of dependency (e.g. low, medium, high) across the real-
economy sectors in which they provide financing, investment or insurance (e.g. 
automotive sector, real estate). Second, once these dependencies have been identified, 
additional metrics could assess how FIs plan to act on them. This includes clarifying the 
level of influence they may have in addressing these dependencies, the channels through 
which they intend to act (e.g. engagement, coordination with the broader ecosystem, co-
designed solutions, co-investments), how these actions are prioritised, and the expected 
outcomes across different time horizons. 

In such an increasingly complex environment, external factors should be assessed not 
only individually but also in combination in order to better understand how their 
interactions may influence overall transition feasibility. Although such assessments 
remain challenging, developing ex-post information could provide a useful step forward. 
Capturing information on the barriers encountered by FIs and their real-economy 
counterparts could help explain why certain commitments or targets failed to 
materialise and identify where interventions may be needed (by the broader 
ecosystem, including policymakers) to enable the transition in the real-economy. In turn, 
these insights could support more effective coordination across stakeholders and inform 
engagement efforts led by FIs with the broader ecosystem. 
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Recent research highlights a significant ambition-credibility gap between climate 
commitments and the trajectories implied by historical performance and investment 
plans43. This raises a key challenge: assessing whether announced targets and transition 
strategies translate into actual decarbonisation outcomes. Addressing this challenge 
requires stronger ex-post monitoring of transition performance, focusing not only on 
commitments but also on their effective implementation and their contribution to the 
decarbonisation of the real-economy. However, the current landscape of transition 
performance metrics has been largely shaped by the development of ex-ante 
approaches.  

The focus must now be expanded toward approaches that verify whether these 
commitments have been effectively implemented and measurably contributed to 
the decarbonisation of the real-economy. After the talk comes the walk. Strengthening 
such ex-post monitoring could also help bridge the micro and macro levels, since the 
assessment of individual FIs’ transition performance could support the broader 
monitoring of the financial sector’s contribution to the objectives of Article 2.1(c) of the 
Paris Agreement, particularly given that many financial actors operate “at a number of 
steps removed from real-economy activities”44. 

The maturity of market indicators remains limited when it comes to assessing the ex-post 
effectiveness of FIs’ transition. Current approaches offer limited means to evaluate 
whether FIs have effectively delivered on their commitments and whether these actions 
have translated into tangible outcomes. Developing indicators focused on historical 
performance could therefore play a critical role. Such indicators should help assess 
several dimensions of FIs’ transition strategies, including the achievement of committed 
targets, the resulting changes in associated emissions and their contribution to the real-
economy decarbonisation, and the effective implementation and results of pledged 
actions. 

Regarding targets, there is a need to assess whether the commitments made by FIs have 
been achieved and, where they have not, to evaluate the magnitude of the gap, the 

 
43 Although this analysis focuses on real economy actors, its conclusions are particularly relevant for FIs, 
as the reallocation of financing and adjusting portfolio composition occur over longer time horizons than 
operational changes at the corporate level. See Scientific Portfolio. (2025). Evaluating the Consistency of 
Companies’ Decarbonisation Targets in Critical Sectors. Available at: link 
44 Institut Louis Bachelier (ILB). (2025). Financial Sector’s Path to Global Climate Goals: A Comprehensive 
Framework to Assess the Consolidated Alignment of Financial Institutions. Available at: link 
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credibility of the explanations provided and whether all available levers have been 
effectively mobilised.   

Emissions and related targets, however, should be assessed through a distinct lens. As 
highlighted earlier in this paper, emissions should primarily function as an ex-post metric 
to assess whether an institution has effectively achieved its emissions reduction 
objectives and, more broadly, whether these reductions have contributed to the 
decarbonisation of the real-economy. In this context, the focus should be on 
understanding the drivers behind changes in FIs’ emissions performance and 
distinguishing genuine decarbonisation outcomes from other factors. However, the 
market currently lacks a common understanding of these drivers, which may lead to 
inconsistent interpretations across data providers and stakeholders. 

Regarding actions, monitoring should go beyond simply verifying whether actions were 
initiated. It should assess whether FIs have met their objectives related to these actions, 
whether the expected results were achieved within the committed time horizon and 
whether these actions have measurable and verifiable outcomes for real-economy 
decarbonisation. Given the diversity of FI typologies and transition strategies, developing 
a flexible assessment framework may be more appropriate than a rigid set of predefined 
indicators. 

 
Figure 8: Breakdown of the ex-post monitoring analysis for assessing financial institutions' climate trajectories 

To avoid the risk of “paper decarbonisation”, there is a need to attribute historical 
emissions performance to specific factors or decisions and to isolate the share of 
reductions effectively linked to the decarbonisation of the underlying assets. Also 
referred to as attribution analysis, this approach draws on methods used in traditional 
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financial performance analysis while following a similar logic to the Kaya Identity45 to 
attribute changes in the carbon emissions of investments to specific drivers and to 
isolate the share of decarbonisation effectively linked to the real-economy.  

While research and practical applications of this approach are emerging46, existing 
methodologies address the problem in different ways and often focus on specific 
dimensions while overlooking other drivers. There is therefore a need to consolidate 
existing approaches into a more coherent and comprehensive analytical framework. 

Among the emerging work, the NZIF, for instance, builds on the approach initially 
developed by the NZAOA and proposes four different categories of drivers: asset-level 
emissions metrics, portfolio composition, financial metrics and data47. Asset level 
emissions relate to the real-world decarbonisation of the underlying assets in which the 
FI has remained invested over the assessed period. The data category captures changes 
linked to data coverage, data quality, and methodological updates. Portfolio composition 
refers to changes in emissions resulting from capital allocation decisions, such as 
divestment, sectoral or geographical reweighting, or stock selection.  

 

 

 

 

 

 

 

 

 

 
45 Kaya identity is an environmental-economic identity that decomposes changes in real economy 
emissions into distinct drivers. 
46 See for instance: EDHEC Climate Institute. (2024). Attribution Analysis of Greenhouse Gas Emissions 
Associated with an Equity Portfolio: A Comparison of Existing Frameworks. Available at: link ; London Stock 
Exchange Group (LSEG). (2024). Decarbonisation Portfolio Benchmarks Report. Available at: link ; ING. 
(2024). Climate Progress Update 2024. Available at: link ; UNEP FI. (2023). Emission Attribution Analysis 
Discussion Paper. Available at: link ; 2° Investing Initiative (2DII). (2023). Real Economy Transition Risk (RET) 
Framework Report. Available at: link ; MSCI. (2022). MSCI ESG Ratings Methodology. Available at: link 
 
47 IIGCC. (2024). Net Zero Investment Framework: Implementation Guidance for Objectives and Targets. 
Available at: link 

Figure 9: Key drivers of portfolio emissions change, Adapted from the Net Zero Investment Framework (NZIF) (IIGCC). 
 

 

Figure 10 : Key drivers of portfolio emissions change, Adapted from the Net Zero Investment Framework (NZIF) (IIGCC). 
 

 

Figure 11: Key drivers of portfolio emissions change, Adapted from the Net Zero Investment Framework (NZIF) (IIGCC). 
 

 

Figure 12 : Key drivers of portfolio emissions change, Adapted from the Net Zero Investment Framework (NZIF) (IIGCC). 
 

 

https://climateinstitute.edhec.edu/news/attribution-analysis-greenhouse-gas-emissions-associated-equity-portfolio#:~:text=Our%20attribution%20model%20distinguishes%20five%20drivers%20applicable%20to,intra-sectoral%20allocation%2C%20emissions%20intensity%2C%20sales%20and%20market%20capitalisation.
https://www.lseg.com/content/dam/lseg/en_us/documents/sustainability/lseg-decarbonisation-portfolio-benchmarks-report.pdf
https://ing.com/binaries/content/assets/documents/files/climate_progress_update_2024.pdf
https://www.unepfi.org/wordpress/wp-content/uploads/2023/12/Emission-Attribution-Analysis-Discussion-Paper_FINAL.pdf
https://theiafinance.org/wp-content/uploads/2023/06/2DII_Real_final.pdf
https://www.msci.com/documents/1296102/34424357/MSCI%2BESG%2BRatings%2BMethodology.pdf
https://www.iigcc.org/hubfs/nzif/pdf/IGOT%20master.pdf#page=16
https://www.iigcc.org/hubfs/nzif/pdf/IGOT%20master.pdf#page=16
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It is important to note that when FIs emissions are adjusted through attribution factors, 
financial metrics play a critical role in the ex-post monitoring process, as they capture 
variations linked to financial and economic fluctuations48. When using unattributed 
emissions or methodologies designed to track FIs’ decarbonisation while correcting 
attribution biases ex-ante (e.g. Indicators for Portfolio-related Emission Performance 
(IPEPs)49 or Weighted Average Carbon Intensity (WACI)), the financial metrics category 
can be set aside. This allows the analysis to focus on the remaining drivers, which 
reduces analytical noise50 and provide a clearer view of whether investments have 
produced a measurable contribution to the real-economy decarbonisation. 

Having a framework for ex-post monitoring is less about compliance-driven 
accountability but about creating a framework to learn from results and adjust capital 
allocation and engagement strategies accordingly to improve results at each capital 
deployment cycle51. 

 

 

 

 

 

 

 

 

 

 

 

 
48 Scientific Portfolio. (2023). Attribution Analysis of Greenhouse Gas Emissions Associated with an Equity 
Portfolio: A Comparison of Existing Frameworks. Available at: link 
49 See Green Finance Alliance (2026). Indicators for Portfolio-related Emission Performance (I-PEPs): 
Methodology Standard Version 1.0. Available at: link 
50 EDHEC Climate Institute. (2024). Attribution Analysis of Greenhouse Gas Emissions Associated with an 
Equity Portfolio. Available at: link 
51 Columbia Center on Sustainable Investment (CCSI) and Man Group. (2024). Climate Allocation 
Compass: A Framework for Real-World Decarbonisation (Compass-FRWD). Available at: link 

https://scientificportfolio.com/sp-publications/whitepaper/attribution-analysis-of-greenhouse-gas-emissions-associated-with-an-equity-portfolio-a-comparison-of-existing-frameworks/
https://scientificportfolio.com/sp-publications/whitepaper/attribution-analysis-of-greenhouse-gas-emissions-associated-with-an-equity-portfolio-a-comparison-of-existing-frameworks/
https://www.umweltbundesamt.at/en/green-finance-alliance/i-peps-methology-standard
https://climateinstitute.edhec.edu/news/attribution-analysis-greenhouse-gas-emissions-associated-equity-portfolio#:~:text=Our%20attribution%20model%20distinguishes%20five%20drivers%20applicable%20to,intra-sectoral%20allocation%2C%20emissions%20intensity%2C%20sales%20and%20market%20capitalisation.
https://climateinstitute.edhec.edu/news/attribution-analysis-greenhouse-gas-emissions-associated-equity-portfolio#:~:text=Our%20attribution%20model%20distinguishes%20five%20drivers%20applicable%20to,intra-sectoral%20allocation%2C%20emissions%20intensity%2C%20sales%20and%20market%20capitalisation.
https://ccsi.columbia.edu/sites/ccsi.columbia.edu/files/content/docs/publications/CCSI-climate-allocation-compass.pdf
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Given the key role that FIs could play in delivering real-world outcomes, and the fact that 
their contributions and available levers differ depending on their type, four dedicated 
frameworks have been developed, each tailored to a specific category of FI: banks, asset 
managers (AMs), asset owners (AOs), and insurers. 

This work builds on the extensive body of existing methodologies, guidance, voluntary 
and regulatory frameworks, data providers' frameworks, and assessment tools, while 
critically assessing their strengths and limitations, with a focus on indicators that are 
both theoretically relevant for assessing transition performance and operationally 
implementable. This process was complemented by ongoing exchanges with financial 
institutions and data providers to refine the approach, ensuring that it builds on existing 
practices and needs while addressing identified gaps through the introduction of 
additional indicators where needed. 

At a high level, each framework is structured around a set of core themes, largely inspired 
by the Transition Plan Taskforce (TPT), ACT Finance, SBTi, and net-zero initiatives. These 
themes follow a progressive logic, moving from governance and strategic intent through 
to implementation and, ultimately, outcomes.  
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Figure 10: A Progressive Framework for Financial Institutions' Transition: From Strategy to Real-World Outcomes 
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The indicators and their definitions are organised by theme. Within each theme, every 
indicator carries a label identifying its scope, either transversal (applying across all FI 
types) or FI-specific (applying only to a given category of financial institution).  

The following pages present these indicators and their definitions. 

 

BOX – INSURERS: A THREE-DIMENSIONAL FRAMEWORK  

For insurers, the framework assesses three distinct dimensions: underwriting, investing, 
and the consistency between the two.  

The investing dimension mirrors that of asset owners and is therefore labelled 
accordingly, while the underwriting dimension is labelled as insurer-specific. 

The third dimension assesses the consistency between an insurer's underwriting and 
investing activities and reflects the FIT's Total Balance Sheet Principles52. 

 

 

 

 
52 See FIT. (2025). A Total Balance Sheet Transition: A holistic transition plan guide linking the underwriting 
and investment portfolios of insurers and reinsurers. Available at: link. More recently, FIT has published 
additional guidance translating the six Total Balance Sheet Principles into practical implementation 
guidance. See FIT. (2026). Insuring and Investing in the Transition: How insurers and reinsurers can turn the 
Total Balance Sheet Transition Plan Principles into practice. Available at: link  

https://www.unepfi.org/industries/insurance/a-total-balance-sheet-transition-a-holistic-transition-plan-guide-linking-the-underwriting-and-investment-portfolios-of-insurers-and-reinsurers/
https://www.unepfi.org/industries/insurance/insuring-and-investing-in-the-transition/
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ACT: Assessing low-Carbon Transition 

ADEME: French Agency for Ecological Transition 

AI: Artificial Intelligence  

AM: Asset Manager 

AO: Asset Owner 

ATP-Col: Assessing Transition Plan Collective 

CAPA: Consolidated Alignment Performance Analytics 

CapEx: Capital Expenditures 

CCSI: Columbia Center on Sustainable Investment 

CMA: Capital Market Assumptions 

CPI: Climate Policy Initiative 

CTB: Climate Transition Benchmark 

DFI: Development Finance Institution 

EMDEs: Emerging Markets and Developing Economies 

ESG: Environmental, Social and Governance 

EVIC: Enterprise Value Including Cash 

FI / FIs: Financial Institution(s) 

FINZ: Financial Institutions Net-Zero Standard 

FIT: Forum for Insurance Transition to Net Zero 

FSEG: Finance Sector Expert Group for Race to Zero and Race to Resilience 

GFANZ: Glasgow Financial Alliance for Net Zero 

GHG: Greenhouse Gas 

IIGCC: Institutional Investors Group on Climate Change 

IPEPs: Indicators for Portfolio-related Emission Performance 

JRC: Joint Research Centre (European Commission) 

KPI: Key Performance Indicator 

NDC: Nationally Determined Contribution 

NGOs: Non-Governmental Organisations  
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NZ: Net Zero 

NZAMI: Net Zero Asset Managers Initiative 

NZAOA: Net-Zero Asset Owner Alliance 

NZIF: Net Zero Investment Framework 

OECD: Organisation for Economic Co-operation and Development 

PAB: Paris-Aligned Benchmark 

PARC Foundation: Paris Agreement Research Commons Foundation 

PCAF: Partnership for Carbon Accounting Financials 

PPP: Public Private Partnerships  

PRI: Principles for Responsible Investment 

SAA: Strategic Asset Allocation 

SBTi: Science Based Targets initiative 

SFDR: Sustainable Finance Disclosure Regulation 

SLBs: Sustainability-Linked Bonds  

TPT: Transition Plan Taskforce 

TSP: Target Setting Protocol 

UN: United Nations 

WACI: Weighted Average Carbon Intensity 

WBA: World Benchmarking Alliance 
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