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"Climate change is a result of the greatest market failure the world has seen. The 

evidence on the seriousness of the risks from inaction or delayed action is now 

overwhelming. We risk damages on a scale larger than the two world wars of the 

last century. The problem is global and the response must be a collaboration on a 

global scale."

Nicholas Stern, 29 November 2007, Royal Economic Society public lecture, The University of Manchester, as quoted by The Guardian
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3Source: Nicholas Stern, The Economics of Climate Change, Cambridge University Press, 2007.
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There is still time to avoid the worst impacts of climate change, if we take strong action now.

Climate change could have very serious impacts on growth and development.

The costs of stabilizing the climate are significant but manageable; delay would be dangerous and much 
more costly.

Action on climate change is required across all countries, and it need not cap the aspirations for growth of 
rich or poor counties.

A range of options to cut emissions; strong, deliberate policy action is required to motivate their take-up.

Climate change demands an international response, based on a shared understanding of long-term goals 
and agreement on frameworks for action.

Nicholas Stern, in Summary of Conclusions, pages xv-xix , The Economics of Climate Change, Cambridge University Press, 2007.
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1 Climate change: some facts

2 Climate change: long term scenarios

3 Climate change: the impact on the global economy

4 Climate change: risks for financial stability

5 Climate change: the role of supervision

6 Climate change: climate insurance protection gaps
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Source: Transition in thinking: The impact of climate change on the UK banking sector, Bank of England, September 2018.



•

1. CLIMATE CHANGE: SOME FACTS

7
Source: Transition in thinking: The impact of climate change on the UK banking sector, Bank of England, September 2018.



• 8

Source: Financial Times, 7 October/8 October 2023.
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11Source: The Implications of Climate Change for Financial Stability, Financial Stability Board, 23 November 2020
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FINANCIAL RISKS STEMMING FROM CLIMATE CHANGE

Physical risk

Transition risk

Litigation risk

UNIQUE CHARACTERISTICS OF CLIMATE CHANGE

Far-reaching impact in terms of scope and magnitude

Heterogeneity of impacts

Dependency on short-term actions

Uncertainty

1. CLIMATE CHANGE: SOME FACTS



• 13Source: Robert S. Pindyck, Climate Future – Averting and Adapting to Climate Change, Oxford University Press, 2022.
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2. CLIMATE CHANGE: LONG TERM SCENARIOS

Source: NGFS Scenarios for central banks and supervisors, NGFS, November 2023
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3. CLIMATE CHANGE: THE IMPACT ON THE GLOBAL ECONOMY

Source: NGFS Scenarios for central banks and supervisors, NGFS, November 2023
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3. CLIMATE CHANGE: THE IMPACT ON THE GLOBAL ECONOMY

Source: “The macroeconomic implications of the transition to a low-carbon economy”, prepared by Claus Brand,
Günter Coenen, John Hutchinson and Arthur Saint Guilhem, published as part of the ECB Economic Bulletin, Issue
5/2023, ECB.
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3. CLIMATE CHANGE: THE IMPACT ON THE GLOBAL ECONOMY

Source: Claus Brand, Günter Coenen, John Hutchinson, and Arthur Saint Guilhem, “How will higher carbon prices affect growth and 
inflation?”, ECB Blog, 25 May 2023
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Source: The Implications of Climate Change for Financial Stability, Financial Stability Board, 23 November 2020

FINANCIAL RISKS STEMMING FROM CLIMATE CHANGE:

Physical risk

Transition risk

Litigation risk

TRANSMISSION AND AMPLIFICATION MECHANISMS

Changes in the pricing and management of financial risks

Potential for pro-cyclical behavior by market participants

Self-reinforcing reductions in bank lending and insurance provision

4. CLIMATE CHANGE: RISKS FOR FINANCIAL STABILITY
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Source: Climate change and financial stability, Giuzio, M. et al (2019), Financial Stability Review, ECB, May 2019
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4. CLIMATE CHANGE: RISKS FOR FINANCIAL STABILITY

Source: “ECB economy-wide climate stress test. Methodology and results”, Occasional Paper Series, No 281, ECB, September 2021
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Source: “ECB economy-wide climate stress test. Methodology and results”, Occasional Paper Series, No 281, ECB, September 2021
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4. CLIMATE CHANGE: RISKS FOR FINANCIAL STABILITY

… ECB economy-wide (top down) climate stress test [September 2023]

… ECB climate risk stress test (bottom-up) [July 2022]

… ECB report on good practices for climate stress testing [December 2022]

… NGFS climate scenarios [last version November 2023]

… FSB Work Program for 2023 [February 2023]

… IMF Staff Note on how incorporates climate change in the FSAPs [July 2022]

… EBA public consultation on the prudential framework [May 2022]
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1. Definition of supervisory expectations
• expectations relating to business model and strategy
• expectations relating to governance and risk apetite
• expectations relating to risk management
• expectations relating to disclosures

2. Implementation of stress tests
• Bottom-up (micro-prudential)
• Top-down (macro-prudential)

3. Incorporation of C&E risks in the SREP procedure  

30

5. CLIMATE CHANGE: THE ROLE OF SUPERVISION
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6. CLIMATE CHANGE: CLIMATE INSURANCE PROTECTION GAPS 

Source: Policy options to reduce the climate insurance protection gap, Discussion Paper, ECB 
and EIOPA, April 2023
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