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AGENDA

1. Climate change and the risks to the financial sector

2. The role of financial regulators and central banks  

3. How financial regulations can reflect climate change
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Source

On all 
charts:

Note the 
variance as 
well as the 

trends

Apr 18 2022
= 420 ppm 

1960 
= 316 ppm

CO2 in the atmosphere is 80% above normal

https://ourworldindata.org/co2-and-other-greenhouse-gas-emissions
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The planet is  
+1.10 to +1.30 C

already

2020 close to 
record

Source: UK  Met Office

Global warming
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•Physical
• Transition – economy
• Transition – policy
• Legal (Liability) 

Can be mapped into credit risks – incl sovereign - market, operational …

Bank of England:  

“The impact of climate change on the insurance sector” (PRA 2015)
“Transition in Thinking: The impact of climate change on the UK banking sector” ( PRA 2018)
http://www.bankofengland.co.uk/pra/Documents/supervision/activities/pradefra0915.pdf
https://www.bankofengland.co.uk/prudential-regulation/publication/2018/transition-in-thinking-the-impact-of-climate-change-on-the-uk-banking-sector

What are the financial risks?

http://www.bankofengland.co.uk/pra/Documents/supervision/activities/pradefra0915.pdf
http://www.bankofengland.co.uk/pra/Documents/supervision/activities/pradefra0915.pdf
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Are physical risks quicker to 
impact on stock prices than 
transition risk?

Pacific Gas & Electric, California, US

Peabody Energy, US
Examples of value loss 
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Source:
Global trends in climate change litigation: 2021 snapshot. Setzer, J and Higham, C (2021).  Grantham Centre, LSE
https://www.lse.ac.uk/granthaminstitute/publication/global-trends-in-climate-litigation-2021-snapshot/

Number of legal cases related to climate change, 
to May 2021

https://www.lse.ac.uk/granthaminstitute/publication/global-trends-in-climate-litigation-2021-snapshot/
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The role of regulators and central banks :
Two channels (double materiality)

Uncontroversial ?

Impact ?
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a) Moral/social/ethical/political – climate change is an existential 

threat that requires action from everyone.

b) Secondary objectives – support other government objectives. 

c) It impacts all a regulator’s primary objectives. 

It can be a legal requirement!

Given (c) it does not need a new objective or a change to 

mandate.

Should, could, must …

Motivations :
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Issues for regulators and central banks:

 Microprudential Regulation and Supervision

 Conduct regulation

 Monetary Policy

 Financial Stability

 Balance Sheet Management (Fisher&Murphy, 2021)

 Internal processes, banknote production

https://www.kcl.ac.uk/business/assets/pdf/dafm-working-papers/2021-papers/greening-the-central-bank-balance-sheet-or-not.pdf
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Microprudential issues:  Regulation and supervision

Basel – doesn’t need to change to allow climate risks to be taken into account.   CISL (2014): 

• Pillar 1: Pressure for changes to minimum capital requirements. But 
(a) a ‘Green Supporting Factor’ is difficult to justify and implement properly. 
(b) Carbon-exposed assets may carry more risk than currently estimated.

• Pillar 2: Role for prudential regulators in ensuring appropriate risk management.
Governance. Stress tests. Business model risks.

• Pillar 3: Role for greater disclosure of risks :  
Task Force on Climate-related Financial Disclosures (TCFD).

• Problem of backward-looking data underpinning risk calculations.

• Conduct regulation: ‘green washing’; IFAs; investor preferences etc.

https://www.cisl.cam.ac.uk/resources/sustainable-finance-publications/banking-regulation
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Regulation and supervision: specific actions and measures

• Supervisory expectations see PRA SS3/19.  
Mostly around risk management of climate-related risks.

PRA will be ‘moving through the gears’ on supervision in 2022.

• Co-ordinated climate stress tests – still preliminary. 
Not yet leading to extra capital requirements, but could in future.

• Governance – UK Senior Managers Regime.  A senior individual has to take 
personal responsibility for managing climate-related risks.  Usually the CRO.

• Disclosure – should be implicit in existing requirements to disclose material 
risks, but may need new rules to ensure (as in UK, EU).

• Co-ordination – Climate Anlaytics Risk Forum, NGFS etc.

https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/supervisory-statement/2019/ss319
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Network for Greening the 
Financial System 
114 members: 

central banks, banking 
supervisors; 18 observers 

Nature-related risks and 
biodiversity on the agenda.

Task Force on Climate-
Related Financial 

Disclosures (G20/FSB) –
disclosures are to be 

mandatory in UK & EU. 

Central banks & supervisors 
stress tests, governance, 

risk management, 
expectations 

Greening 
corporate bond portfolios –

BoE, ECB, Riksbank.

Own disclosure – BOE.

Objectives: explicit 
secondary objective set for 

BoE  in UK, 
EBA/EIOPA/ESMA in EU.

Green Taxonomies on the 
way; transition plans next?

UN: Principles for 
Responsible Banking

What are regulators/central banks/governments doing now?



Questions and discussion


