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• The COVID-19 crisis has exposed the vulnerabilities of our health and 
social systems and the fragility of our economies. 

• It has also highlighted in dramatic ways the need for being better 
prepared for disasters. 

• When rebuilding our economies and societies after the crisis, 
increasing resilience needs to be one of the main guiding principles to 
ensure we are better prepared to withstand future pandemics but also 
the other major looming threat to humanity – climate change. 

• Short-term crisis responses aimed at protecting jobs and boosting a 
recovery need to be coupled with longer-term, strategic goals of 
mitigating climate change and shoring up climate change adaptation 
and resilience. 
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We need urgent climate action

• This decade is our last chance to avoid catastrophic global warming.
• Countries need to invest in mitigation and adaptation to increase 

climate resilience.
• It is hence imperative that the various crisis response measures 

amount to a transformative policy response.
• As much as possible, we need to use economic stimulus and recovery 

measures to strengthen the resilience of our economies and engineer 
a just transition.
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Climate change has an impact on the cost of 
capital in climate vulnerable countries

• Governments and firms in 
climate vulnerable 
countries incur a risk 
premium on their debt.

• Serious implications for 
capacity to invest in 
climate adaptation and 
resilience, growth & 
development prospects, 
and debt sustainability.

4



Climate vulnerability and resilience 
affect the cost of capital
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Climate vulnerability threatens fiscal 
sustainability 
• Climate change poses a threat to 

macrofinancial stability and can amplify 
sovereign risk.

• Governments must climate-proof their 
economies and public finances or 
potentially face an ever-worsening spiral 
of climate vulnerability and 
unsustainable debt burdens.
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Transmission channels of risk 
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Investing in a green recovery that enhances 
resilience makes economic sense
• Investment in adaptation and mitigation generates benefits now and 

reduces future losses.

• Evidence show that green projects can generate more employment and 
deliver higher short-term returns per dollar spent, compared to 
conventional fiscal stimulus.

• The recent World Economic Outlook 2020 highlights that a green 
recovery is not only environmentally sensible, but also good economic 
policy as it lays the foundations for longer term economic success and 
debt sustainability.

8



References

• Beirne, J., N. Renzhi, and U. Volz. 2020. “Feeling the Heat: Climate Risks and the 
Cost of Sovereign Borrowing.” ADBI Working Paper 1160, Asian Development Bank 
Institute, Tokyo.

• Buhr, B., U. Volz, C. Donovan, G. Kling, Y. Lo, V. Murinde, and N. Pullin. 
2018. “Climate Change and the Cost of Capital in Developing Countries.” London: 
UN Environment, Imperial College London, and SOAS University of London.

• Kling, G., U. Volz, V. Murinde, and S. Ayas. 2020. “The Impact of Climate 
Vulnerability on Firms’ Cost of Capital and Access to Finance.” World Development, 
forthcoming.

• Volz, U. 2020. Investing in a Green Recovery, Finance & Development September,
28-31.

• Volz, U. et al. 2020. Climate Change and Sovereign Risk. London, Tokyo, Singapore, 
Berkeley: SOAS University of London, Asian Development Bank Institute, World 
Wide Fund for Nature Singapore, Four Twenty Seven.

9

https://www.adb.org/publications/feeling-heat-climate-risks-cost-sovereign-borrowing
https://eprints.soas.ac.uk/26038/1/ClimateCostofCapital_FullReport_Final.pdf
https://www.sciencedirect.com/science/article/pii/S0305750X20302588
https://www.imf.org/external/pubs/ft/fandd/2020/09/pdf/investing-in-a-green-recovery-volz.pdf
https://eprints.soas.ac.uk/33524

