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Climate change as a financial stability-
related concern
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A quick tour of history

The Economics of

Climate Change

The Stern Review, 2006

The investor perspective,
NBIM 2010

Climate change

Expectations of compa
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Climate change and financial stability
— a rapidly growing regulatory concern

If climate change issues are not adequately
addressed—if we keep running those nice energy
subsidies, if the price on carbon is not adequately
set, if policymakers don't have it on their radar
screens—then financial stability in the medium and
long-term is clearly at stake.

Christine Lagarde, 2013
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BoE Governor Mark Carney — the
‘Lloyd S Speech’ 2015

BloombergBusiness New:

Carney Warns Investors They
May Undervalue " Huge'
Climate Risks One Bank Research Agenda

Discussion Paper | February 2015

B|.oombeng CARNEY'S WARNING ON CLIMATE CHANGE
> <« 00:14/02:56
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Transmission channels in the financial
system

Increased uncertainty for
investors/loss of market

confidence

Reduction in
lending in
unaffected

Asset fire sales causing falls
in asset prices

Direct damage to banking and areas
payment service facilities

insured Reduction in
Losses for insurers Losses for banks lending in
affected areas

Climate-linked
natural disaster

Reduction in Fall in Weakening of
insurance in collateral household & corporate
affected areas values balance sheets

Limited financing available for Fall in output
reconstruction from physical in affected
damage areas

uninsured

BoE 2016, ‘Let’s talk about the wheather’.
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The G 20 asked the FSB to consider
the issue (2015) — formed the TCFD
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40, in doing so,
Ore efficient, and
e and resilient.”
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The TCFD framework for assessment
of climate-related financial risks

Final Report _

* Physical risk

Recommendations of
the Task Force
on Climate-related

° TranSitiOn riSk Financial Disclosures

* Liability risk

Main tool — improved disclosure
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‘Stranded
Assets’

Transition risk?

* The financial risks which could result from
the process of adjustment towards a lower-
carbon economy.

« Changes in policy, technology and physical
risks could prompt a reassessment of the
value of a large range of assets as costs and
opportunities become apparent.
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The Norwegian climate risk commission
— applied the TCFD framework

Preliminary and unofficial translation from
Norwegian — please do not circulate

Annex 7 Climate change, financial markets and
financial stability

Trude Myklebust and Mirella E. Wassiluk, 22 November 2018

Summary
Official Norwegian Reports NOU 2018: 17 Summary Climate change and measures targeted to tackle climate change influence the operating
Cl i m at e ri Sk a n d conditions and risks associated with economic activity. This article discusses how this may affect
the objectives of financial stability and well-functioning financial markets. Looking at the role of
. the financial system in the wider economy, the article concludes that financial stability is a
th e N O rweg |a n eCO n O my precondition for a well-functioning real economy. The article then discusses the potential impact
of climate-related risk factors on financial stability, considering recent literature and market-
based and regulatory initiatives in the field. The ultimate impact of climate risk on financial
stability is uncertain and highly contingent on the time horizon applied. However, it seems
climate-related risk factors have the potential to pose a systemic risk to the financial system.
Given the serious consequences that may follow should a systemic crisis be triggered, it is
important to gain as good an understanding of these risk factors as possible. The same applies to
the impact that climate risk could have on the ability of financial markets to contribute to an
appropriate allocation of social resources in the short and long term. The article emphasises how
important it is that private and public decision-makers build up knowledge and capacity with a
view to keep up with international developments in this area.

Note:

This paper is published in ‘Norwegian Official Report 2018: 17 Climate risk and the Norwegian
economy’, which was submitted in December 2018 by an expert committee appointed by the
Norwegian Ministry of Finance. The paper served as background for the expert committee’s
discussions of climate-related risk in the context of financial markets.
https://www.regjeringen.no/contentassets/c5119502a03145278c33b72d9060fbc9/no/pdfs/nou201820
180017000dddpdfs.pdf




UiO ¢ Department of Private Law
University of Oslo

The relevance for central banks

Network for Greening the Financial System

The Network fOr Technical document
Greenlng Of the Guide on climate-related
finanCi al System disclosure for central banks
suggests the TCFD

framework for central
banks’ disclosure of
their own risks and
exposures
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Conundrums

Basel Committee
on Banking Supervision

he existing prudential
policy frameworks and

their risk categorisation Vﬁ o

- a good fit?




