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The context

• Mean projected warming is expected to increase by 3 to 4 °C by 2100 in the absence of mitigation.

• Large economic impacts from climate change but also weather variability (extreme events)

• Relative price adjustments of various kinds – energy costs, pricing of externalities, growing demand for more 
energy-efficient products and services, among others – will be far-reaching.

• Emerging and developing economies are almost invariably more exposed to climate change events because of the 
relatively large size of weather-dependent sectors.

• Three channels that seem especially important to guide central banks in facilitating adaptation and mitigation:
• How the economic effects of climate change affect monetary policy; 

• How to minimize financial sector risk and facilitate the flow of funds to better encourage green investment; 

• And how to analyse financial risks arising from climate change.
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Why should central banks think about  climate change?

• Climate change will affect them across their different mandates.

• Central banks can do a lot to facilitate the transition to a greener economy.

• Central banks will be put under pressure to act.
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… the financial sector is expected to be affected through several channels
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Climate change mitigation will have a strong negative impact on carbon 
intensive firms
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New technologies provide opportunities for emerging and developing 
economies
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Policies proposal to deal with climate change need to reflect the characteristics
of emerging and developing economies 

• Relatively less fiscal and monetary space or the domestic savings to fund the climate change 
transition and to manage adaptation costs. 

• Higher borrowing costs, higher inflation and lower credit ratings. This requires stricter fiscal and 
macro discipline to avoid macroeconomic volatility and to keep non-resident savings invested 
locally.

• Large infrastructure, institutional and financial development gaps.

• Climate change risks will test the commitment to prudent macro economic polices. 
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Low and stable inflation creates wide-ranging benefits that go far beyond any 
gains that might occur from obscuring relative price movements. 

• Inflation targeting framework have several benefits compared to alternatives:
• Clear nominal anchors. 

• Lower inflation premia and interest rates.

• Better access to foreign saving.

• Better protection from global shocks, among other benefits. 

• Technical clarity. 

• Most importantly, it can reduce the social discount rate.
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Green QE has the potential to destabilize economies and generate 
hyperinflationary episodes 

• Small scale purchases as part of the ordinary operations of a central bank can support green 
investment.

• Large scale purchases can generate large economic costs (like hyperinflationary episodes).

• Emerging and developing economies do not have the underlying conditions for green QE to 
succeed. 

• A more effective approach is for central banks to consider whether green assets can serve as 
collateral.
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Green asset markets are still small but growing rapidly

• Green bond annual issuance has the potential to 
reach between USD 620–720 billion.

• Classifications for green assets following 
international norms need to be developed.

• Improving climate change disclosure can facilitate 
market development. This requires:

• Identification of climate related risks and stress 
testing.

• Integration of climate related risks into financial 
supervision.

• Greater disclosure is likely to attract more funding
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Central banks do not have the policy tools to address directly climate 
change-related market failures 

• Coordination with other policies, in particular fiscal policy, is important. 

• Supporting greening the economy can put pressure to support  industrial policy.

• Expanding the central bank mandate can reduce central bank accountability, reduce policy 
independence, and overburden central banks’ existing mandates.

• Supporting the transition needs to be within the current mandates of the bank.
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Climate change requires central banks to develop new tools for analysis of 
physical and transition risks

• A key contribution of central banks in confronting climate change is likely to be through analytical 
efforts to understand the implications of climate change.

• Treatment of risk and uncertainty should play a prominent role in modelling efforts by central 
banks. 

• Three options to develop tools
• Modifying computable general equilibrium models within IAM frameworks.

• Use current models as they are and feed their outputs into the standard central bank macroeconomic 
and financial stability models.

• Develop sector specific models i.e energy 

• Develop a network approach to model development and use.  
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Conclusion 

• Many emerging and developing economies are savings-constrained; as a result, much adaptation 
and mitigation funding will come from outside.

• For many of these countries, the best and only available macro policy option to attract funding is:
• maintaining macroeconomic stability, 

• using fiscal space well, and 

• enabling clear pricing of positive and negative climate change externalities by maintaining low and 
stable inflation.

• A major contribution of central bank to adaptation and mitigation will be through generating 
analytical work (new research agendas) and providing data. 
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