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1| Introduction 
Distinguishing between environment-related and climate risks 
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Environment-related risks Climate risks 

Refers to risks (credit, market, operational and legal 

risks, etc.) posed by the exposure of financial firms 

and/or the financial sector to activities that may 

potentially cause or be affected by environmental 

degradation.  

 

Examples: 

• Air pollution 

• Water pollution and scarcity of fresh water 

• Land contamination 

• Reduced biodiversity and deforestation 

Refers to risks posed by the exposure of financial 

firms and/or the financial sector to physical or 

transition risks caused by or related to climate change.  

 

 

 

Examples: 

• Damage caused by extreme weather events 

• Decline of asset value in carbon-intensive sectors 

 

 



1| Introduction 
Network for Greening the Financial System 

• Network of Central Banks and Supervisors 

• Established by 8 central banks (including Deutsche 

Bundesbank) in 2017 

• Grown to 36 members and 6 observers, 

representing 5 contintents 

• The NGFS is a coalition of the willing 

• The NGFS issues recommendations 

 

Mission 

• Sharing of experience and identification of best 

practices on the supervisory and macrofinancial 

dimensions of climate-related and environmental 

risks 
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1| Introduction 
Climate change may result in physical and transition risks 

Physical und transitional 
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Physical risks Transition risks 

Physical impacts include the economic costs and 

financial losses resulting from the increasing severity 

and frequency of  

• extreme climate change-related weather events 

(such as heat waves, landslides, floods, wildfires 

and storms) as well as  

• longer term progressive shifts of the climate 

(such as changes in precipitation, extreme weather 

variability, ocean acidification, and rising sea levels 

and average temperatures). 

• Transition impacts relate to the process of 

adjustment towards a low-carbon economy. 

• Emissions must eventually reach “net zero” to 

prevent further climate change.  

• The process of reducing emissions is likely to have 

significant impact on all sectors of the economy 

affecting financial assets values.  

• While urgent action is desirable, an abrupt transition 

could also have an impact on financial stability and 

the economy more broadly. 
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1| Introduction 
Physical and transition risks drive established risk categories 
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2| From climate risk to financial stability risks 
Relevance for Financial Stability 
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2| From climate risk to financial stability risks 
Transmission channels related to physical risk 
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Physical events translate into 

economic losses, e.g.: 

 

• Business disruption at suppliers 

caused by floodings 

 

• Reconstruction costs for 

(uninsured/underinsured) 

damages from storms 

 

• Declining human work 

performance due to heat 

 

• Crop failures due to water stress 

 

 



2| From climate risk to financial stability risks 
Physical risk: weather-related insured losses and the number of natural 
loss events are increasing 
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2| From climate risk to financial stability risks 
Transmission channels related to transition risk 
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Transition events translate into 

economic losses, e.g.: 

 

• Coal-fired power plants may be 

forced to shut down before 

amortisation 

 

• Costs for adjusting production 

facilities, e.g. from combustion 

engines to electric cars 

 

• Increasing (fossil fuel) energy 

prices reduce profitability of 

energy-intensive sectors 

 

• Real estate value declines if not 

complying with latest energy 

efficiency standards 
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3| Selected empirical analyzes of European supervisory authorities 
Sectoral exposure statistics can provide a first comprehensive 
approximation of transition risk 
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3| Selected empirical analyzes of European supervisory authorities 
Large exposures to reporting firms with the highest emissions 
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3| Selected empirical analyzes of European supervisory authorities 
EIOPA: Climate related asset exposures of the European insurance sector 
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Glossary 

 

EIOPA European Insurance and 

 Occupational Pensions 

 Authority 

 



3| Selected empirical analyzes of European supervisory authorities 
EIOPA: Holders of climate relevant exposures and location of investment 
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4| Outlook 
NGFS First comprehensive report 2019: Recommendations 

• N°1: Integrating climate-related risks into financial stability monitoring and micro-supervision. 

 

• N°2: Integrating sustainability factors into own-portfolio management. 

 

• N°3: Bridging the data gaps. 

 

• N°4: Building awareness and intellectual capacity and encouraging technical assistance and 

knowledge sharing. 

 

• N°5: Achieving robust and internationally consistent climate and environmentrelated disclosure. 

 

• N°6: Supporting the development of a taxonomy of economic activities. 
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4| Outlook 
Banking supervision: first consideration in the SSM Risk Map for 2019 
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Glossary 

 

SSM Single Supervisory

 Mechanism within the  

 Euro Area (19 countries) 

 



4| Outlook 
Designing a scenario analysis framework for central banks and 
supervisors 
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4| Outlook 
Recommendations by the NGFS and European initiatives with a focus on 
financial stability 
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4| Outlook 
Bundesbank activities on green finance and climate-related financial risks 

• Membership in NGFS and leading WS 3: “Scaling up green finance” 

 

• Building awareness: e.g. by hosting conferences or informal meetings with financial sector 

 

• Managing reserves increasingly under ESG principles (Environment – Social – Governance) 

 

• Aiming for CO2 neutrality in all activities of the bank 

 

• Internal platform for mutual exchange of information 

 

• Economic and financial analyses on the implications for monetary policy and financial stability 
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