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Disclaimer

Any views are mine alone, and not necessarily those of the Bank for 

International Settlements
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Climate change can cause financial instability

⚫ Climate change affects financial stability through both physical

and transition risks

⚫ Asset values and hence financial sector balance sheets are 

subject to:

▪ Physical risks – lower value of financial assets.

▪ Transition risks – financial risks arising from the adjustment 

towards a low carbon economy (e.g. stranded assets).
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Characteristics of climate change risks

⚫ Far-reaching in breadth and magnitude.

▪ Across all geographies and sectors.

▪ Risks are likely to be correlated and non-linear in their impact.

⚫ Foreseeable in nature.

▪ Exact outcome and timing are uncertain.

▪ But some form of physical and transition risks are inevitable.

⚫ An irreversible risk: No credible technology to reverse the stock and 

concentration of green house gases in the environment.

⚫ Psychologically, climate risks appear far away both in time and 

space. Therefore, requires policymakers to raise awareness.
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Challenges

⚫ Policies to ensure the financial system supports  sustainable growth 

and is resilient to climate shocks

⚫ Financing channels to support green investment



Restricted 6

Policies: a strong financial sector is necessary for 

sustainable growth

⚫ Preventing financial crises is critical to sustainable growth

▪ Long-term thinking is the first to go in a crisis

▪ Long-term investment – such as official and private sector 

investments in clean technologies – is the first to get cut

▪ Crises lower/alter the growth path. Countries rarely make up lost 

ground from a crisis – and green investments easier to make 

when growth is strong

▪ Crisis risk priced into long term financing costs 

⚫ Leaving aside crisis risks, more bank capital means more credit and 

investment

⚫ Strong financial sector = capital buffers + liquidity buffers + deep 

and liquid capital markets
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Policies: Environmental stress testing

⚫ Given tight financial system interlinkages, environmental risk 

shocks to bank assets can spread to other banks and across 

jurisdictions; stress-tests should also take these links into account: 

▪ A small number of CBs and regulators have introduced stress 

tests which estimate the impact of climate scenarios on the 

solvency of banks and other financial institutions 

▪ Ongoing research at the BIS
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Policies: Asian sovereign and supranational institutions are 

active participants

⚫ In 2017, Fiji became the first sovereign to issue a sovereign green 

bond, borrowing US$50 million to fund its climate resilience 

programme.

⚫ The ADB’s climate change operational framework aims to 

strengthen climate actions in operations, and scale up finance for its 

developing member countries.

⚫ The AIIB’s mission explicitly reflects on sustainable infrastructure as 

a tool to improve socio-economic conditions.

⚫ The Bangladesh Bank set out environmental risk management 

guidelines for banks that  mandate risk management policies and 

classification of investments.

⚫ Green loans are preferentially treated in the People’s Bank of 

China’s macro prudential assessment framework, while green bonds 

are eligible collateral in its medium-term lending facility (MFL). 
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Policies: What has the BIS done?

⚫ Knowledge sharing and outreach

▪ Membership in the Network for Greening the Financial System 

(NGFS), a network of central banks, supervisors and international 

organisations

▪ Participation in the G20 Green (Sustainable) Finance Study 

Group.

▪ Development of a green bonds database

⚫ Research

▪ T Ehlers and F Packer, “Green bond finance and certification”, BIS 

Quarterly Review, September 2017

▪ I Fender et al, “Green bonds: the reserve management 

perspective”, BIS Quarterly Review, September 2019

▪ Ongoing research on stress testing, the pricing of environmental 

risk and risk exposures in the international banking system
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Policies: Network for Greening the Financial System

⚫ Established December 2017 by 8 central banks and supervisors

⚫ Now has 42 members (CBs and supervisors) and 8 observers (IFIs)

⚫ Chair is De Nederlandsche Bank; secretariat at Banque de France

⚫ Objectives: “to exchange experiences, share best practices, 

contribute to the development of environment and climate risk 

management in the financial sector, and to mobilize mainstream 

finance to support the transition toward a sustainable economy.” 
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Policies: Network for Greening the Financial System (cont.)

⚫ First comprehensive report, April 2019: “A call for action” made six 

recommendations

▪ Integrating climate-related risks into financial stability 

monitoring and micro-supervision

▪ Integrating sustainability factors into own-portfolio 

management.

▪ Bridging the data gaps.

▪ Building awareness and intellectual capacity, and encouraging 

technical assistance and knowledge sharing

▪ Achieving robust and internationally consistent climate and 

environment related disclosure.

▪ Supporting the development of a taxonomy of economic 

activities that feed into risk assessments of  assets
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Financing channels

⚫ Over US$100 trillion of investments in infrastructure is required in 

the next 15 years to reach the 2°C scenario

⚫ Financing has taken many forms, but green bonds have emerged as 

a popular solution with a wide range of issuers across the sovereign, 

sub-sovereign, supranational, corporate and financial institution 

space.
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Financing channels: Promotion of green finance instruments

⚫ The creation of new green finance instruments has largely been 

a market-driven effort, with little regulatory intervention, 

though demand for green assets still outpaces supply.

⚫ Central banks and regulators can address the lack of 

standardisation and relatively undeveloped state of green 

labels and scoring systems.

⚫ In several jurisdictions:

▪ Mandatory green standards to promote a liquid and 

transparent market for these instruments; 

▪ Direct financial support for firms to obtain green 

certifications.
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Financing channels: The green bond market has been 

growing rapidly

⚫ In 2018, US$230 billion of green bonds were issued, and the pace has 

continued into 2019

⚫ Introduction of ICMA Green Bond Principles in 2014 was a key catalyst

Source: Fender et al (2019): Green bonds: the reserve management perspective, BIS Quarterly Review, September.

China has been 

an active issuer …
… including in the 

RMB segment
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Financing channels: What has the BIS done?

⚫ BIS banking activities

▪ Invested in green bonds in the Bank’s own funds portfolio since 

2017

▪ BIS Asset Management launched a Corporate Bond Investment 

Pool (BISIP) for central bank customers in 2017 that incorporates 

ESG ratings … 

▪ … and in September 2019, a green bond fund for central banks. 

Eligible bonds comply with the ICMA Green Bond principles 

and/or the Climate Bond Standard published by the Climate 

Bonds Initiative



Restricted 16

Takeaways

⚫ Financial stability is essential for long-term investments to address 

climate change and sustainability

⚫ Central banks, regulators and IFIs can support sustainability by:

▪ Pursuing stability-oriented policies

▪ Incorporating climate risks in supervisory and macro risk 

assessments, including stress testing

▪ Conducting and promoting data sharing, disclosure and 

research

▪ Promoting finance channels, including project finance and green 

bonds, through standardization and certification 


