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Developing a view on macroprudential policy

Relevance of a macroprudential approach to climate risk
• Pervasive and underpriced risks, and externalities
• Systemic aspects and risks cutting across sectors and potential arbitrage

Banking sector
• Concentration risk measures
• Use of existing buffers
• Potential new tools

Non-banks and financial markets
• Concentration risk measures
• Address insurance protection gap
• Strengthen market standards (e.g. green bonds)
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Policy interplay
• A macroprudential response should pull together with its microprudential counterpart
• Macroprudential policies will both depend on, and also interact with, a broader set of public policies aimed 

at limiting and adapting to climate change
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Macroprudential policies:
• Systemic aspects (sector-level)
• System-wide perspective

Climate policies: 
mitigating and adapting to 

climate change

Microprudential policies:
• Idiosyncratic risks
• Investor protection

Banking system

Financial Markets

Non-banks
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Systemic risks

3 The rationale for a macroprudential approachPutting climate-related macroprudential policy into context

Indirect effect on climate change – inside-
out dimension of dual materiality
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Policy interplay and coordination

• Macroprudential measures need 
to be seen in the context of a 
holistic prudential approach to 
climate risk.

• Some measures may form part 
of both micro-and 
macroprudential approaches

• Macroprudential and 
microprudential authorities 
should take into account existing 
risk-mitigating policies 

• Global coordination in 
addressing systemic climate risks 
is paramount
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Candidate macroprudential tools for the banking sector

Options Main 
intermediate 
policy 
objective

Possible application Selected 
helpful 
attributes

Selected drawbacks

• (Sectoral) Systemic risk buffer (SyRB)
Increase 
resilience; 

Limit 
concentration (for 
sectoral 
application)

Increase resilience against 
materialization of risks from such 
exposures; Discourage exposure to 
certain geographical areas for physical 
risk and/or carbon critical “sector” for 
transition risk;

Very flexible Challenging calibration,  complex classification 
system, currently applicable for domestic exposures 
only 

• Concentration thresholds
Limit 
concentration

Non-capital based measure to address 
risks from concentrated exposures to a 
certain geographical area for physical 
risk and to a certain carbon critical 
“sector” for transition risk

Targeted 
measure

Challenging calibration: complex classification system 
of sectors/geographical areas exposed to climate risk

• Borrower-based measures (BBMs)
Prevent build-up 
of risks 

Could decrease vulnerability of 
households towards aspects of climate 
risks and change the pattern of demand 
towards more energy efficient houses or 
houses located in region less prone to 
physical risks 

Very flexible Gradual effect in resilience; targeting only specific 
portfolios, politically more sensitive

• Strong rationale
• Neutral
• Less suitable



6

Candidate macroprudential tools for the banking sector

Options Main intermediate 
policy objective

Possible application Selected helpful 
attributes

Selected drawbacks

• Concentration charge Increasing resilience

Limit concentration 

A risk-weight capital add-on that applies once exposures to a 
certain sector or region particularly exposed to climate risk 
exceed a certain threshold.

Targeted measure Challenging calibration; complex 
classification system of 
sectors/geographical areas exposed 
to climate risk

• Sectoral requirements (Risk 
weights or minimum LGDs)

Increasing resilience Higher risk weights or minimum LGDs could be required on 
exposures to high physical and/or transition risk.

Mandatory reciprocity 
(limits arbitrage)

New complex tool; Challenging 
calibration; May impact 
microprudential requirements

• CCoB Increase resilience An add-on to the existing CCoB could be explored to build 
resilience against unexpected exogenous tail events related 
to climate risk

Create additional resilience Non-targeted measure; raising 
above current rate seems unlikely to 
happen

• CCyB Increase resilience;
Prevent build-up of risks 

Buffer add-on during periods of excessive carbon-intensive 
credit growth

-- Cyclical nature of climate risk 
unclear

• Sectoral Leverage Ratio Increase resilience Avoid over-leveraging of sectors or regions that are highly 
exposed to transitional or physical risks

Sectoral approach could 
allow for targeted increase 
in resilience

Would make the LR more complex 
and risk-sensitive; would deviate 
from its general function as non-
risk-based backstop

• NSFR-LCR Prevent market illiquidity Could cover risks related to sudden repricing in financial 
markets

-- Need for distinct climate features 
unclear

• G-SII /O-SII buffers Misaligned incentive Could cover bank-specific risks, for systemic institutions -- Climate risks are not specifically 
related to systemic importance.

• Strong rationale
• Neutral
• Less suitable
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Climate risks cutting across sectors and the need to limit arbitrage call for a broad macropru approach: 

Investment funds and financial markets
• Clear classification of funds’ investment strategies to address risks reflected in their marketed material is important 

to avoid greenwashing. 
• Measures to address risk concentrations could be investigated, consistent with considerations for banks
• Mandatory standard for green bonds could help to further reduce climate-related risks to financial stability

Insurance sector
• Would play an important part in mitigating the macroeconomic effects of climate catastrophes, and public policy 

action may be needed to support this role
• The design of insurance policies can address to some extent the structural causes of the private insurance protection 

gap, but additional ex-ante public-private risk sharing solutions, may be needed

Enhanced disclosure to foster market discipline
• Set of key standardised forward-looking metrics and targets will improve the quality of forward-looking disclosures.
• To improve the comparability of key forward-looking metrics, public sector guidance appears essential. 

Macroprudential policy considerations on the non-bank financial sector and disclosures



Summary takeaways
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1. Climate risk concentrations, at risk of systemic amplification
• Physical risk concentration to hazards for regions amid insurance protection gaps; Transition risk within and 

across economic sectors 
• Potential for numerous systemic amplifiers (clustering of hazards, counterparty risk, and financial system 

portfolio overlaps)

2. Scenario analysis suggests path dependence, with strong heterogeneity across economic sectors 
• There are clear benefits to an orderly transition, which accrue strongly with time
• The path to reduced climate risk may be bumpy, with strong distributional forces at play

3. Role for macroprudential policy in mitigating systemic risk, in tandem with broader policies
• Macroprudential policy could mitigate risks across sectors & countries, complementing microprudential efforts
• Some macroprudential instruments could be adapted to address climate risk, notably for concentrations
• Limiting systemic risk build-up more complex, needing better disclosures as well as broader public policies
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Concentrated financial exposures to climate change at regional, sectoral, and firm level*
• Physical risk: Concentration of exposures to hazards for regions, with potential stranding risks
• Transition risk: Concentration of exposures to high emission intensity across and within economic sectors, leaving financial 

system vulnerable to potentially destabilising financial market corrections
Systemic amplification could exacerbate remaining climate risk concentrations**

• Limited meaningful reduction in emission intensity of financial system exposures over the last years
• A sharp carbon adjustment could double average firm default correlation, while overlapping climate-sensitive portfolios across 

the financial sector could exacerbate market risk, particularly for wildfires

Scenario analysis suggests credit and market risk losses from an insufficient or ineffective transition*
• Firms: Physical risks become dominant in 15 years, with disproportionate losses for vulnerable firms
• Banks: Losses of up to 1.75% of risk-weighted exposures to firms by mid-century, concentrated in electricity and real estate
• Non-banks: Revaluation losses of 5 percentage points (insurers) and 1.2% (asset managers) on average, but up to 14% for some 

investment funds, concentrated in fossil fuel dependent industries
Financial system-wide market risk shocks likely to lead to credit risk**

• Climate shocks initially impact market risk (nonbanks), followed by credit risk (banks), with financial system risk propagation 
potentially amplifying revaluation losses up to four times

• The path to reduced climate risk may be bumpy, with near term tradeoffs inherent to climate risk benefits from action which 
only accrue with time, and strong distributional forces at play

* See ESRB/ECB (2021), “Climate-related risk and financial stability”
** See ESRB/ECB (2022), “The macroprudential challenge of climate change” 

Annex: Key analytical findings of ECB/ESRB work

Cross sectional 
dimension of 
systemic risk

Time series 
dimension of 
systemic risk

https://www.esrb.europa.eu/pub/pdf/reports/esrb.climateriskfinancialstability202107%7E79c10eba1a.en.pdf?71a273dc36a85ef05c8bed530466f900
https://www.esrb.europa.eu/pub/pdf/reports/esrb.ecb.climate_report202207%7E622b791878.en.pdf
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