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Climate risks, financial stability and 

macroprudential policy

-

What do we know?



What do we know about climate risks and financial stability 

• Climate risks are potential systemic risks

• Climate systemic risks are likely to be underestimated

• Unfolding path of climate risks is key for the level of financial (in)stability

• An orderly transition starting now is the scenario that minimizes risks for financial stability

• Climate risks are unevenly distributed in the financial system and in the banking sector

• Banks are not well prepared to manage climate risks

• Financial institutions contribute to climate change and the buildup of climate systemic risks. 



Addressing climate risks with macroprudential policy 

• Potential systemic risk requires adequate macroprudential policy response

• Holistic response, starting with sound micro-prudential policy, is necessary

• Existing macroprudential policy toolkits can be deployed now to address climate systemic risks, 
although with possible adaptations to reflect their unique features



Macroprudential buffers are a promising option



Fundamental objectives of macroprudential policy 

• Ensure that the financial system has adequate shock absorption capacities (resilience objective)

• Contain the buildup of financial vulnerabilities (mitigating objective) 



Macroprudential instruments have unintended side effects

Systemic capital buffers for climate risks can potentially

• Reduce the aggregate volume of loans, including to activities of high economic value

• Prevent loans to firms with a current unsustainable business model but engaged in a transition 
process and needing funding for it

• Push firms to seek funding in other jurisdictions and with non-bank financial institutions

• Exacerbate transition risks if implemented too quickly or without proper planning

Addressing climate risks requires nuanced, forward-looking responses



Climate risk and systemic capital buffers

–

Which principles should underpin

the design of buffers?



Four core principles

1. Absorption - The capital buffer must be calibrated to absorb climate systemic shocks

2. Prevention - The capital buffer must be calibrated to mitigate the buildup of climate systemic 
risks

3. Individualisation - The capital buffer level must be institution-specific with a common, non-
divestible and systematic base

4. Recalibration - The capital buffer level must be periodically recalibrated to reflect the 
observed transition path and individual risk profiles



Absorption

The capital buffer must be calibrated to absorb climate systemic shocks

• The buffer must be calibrated to absorb unexpected systemic losses from climate shocks

• The buffer must reflect physical and transition risks

• The buffer must reflect the structure of the economy



Absorption



Prevention

The capital buffer must be calibrated to mitigate the buildup of climate systemic risks

• The buffer must include incentives to mitigate the buildup of climate systemic risks

• The buffer must support actions for climate change mitigation and adaptation

• The buffer must rely on forward-looking indicators to assess systemic risk mitigation by financial 
institution



Prevention



Individualisation

The capital buffer level must be institution-specific with a common, non-divestible and systematic base

• The buffer must have an institution-specific component that reflects individual exposure to climate 
risks

• The buffer must have an institution-specific component that reflects individual contributions to 
mitigation and adaptation measures

• The buffer must have a significant common, non-divestible, and systematic basis



Individualisation



Recalibration

The capital buffer level must be periodically recalibrated to reflect the observed transition path and 
individual risk profiles

• The buffer’s common component must be dynamically adjusted to reflect the transition path taken 
by the economy

• The buffer’s institution-specific component must be frequently adjusted to reflect the institution’s 
practices



Recalibration
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