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Climate change as an externality …

25% (countries)
12% (global emissions)

<10$/t (price in 85% of cases)

#136 (Decision), Carbon Pricing
Leadership Coalition …

« considerably lower than the price that
economic models have estimated is needed to
meet the 2°C climate stabilization goal
recommended by scientists» (WB, 2015)
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… Or as a risk?

25% (countries)
12% (global emissions)

<10$/t (price in 85% of cases)

#136 (Decision), Carbon Pricing
Leadership Coalition …

article 2 (Agreement), Task force on 
climate-related financial disclosure, 
Green Finance Study Group, …

100 billions floor (Agreement), 
Green Climate Fund, …

« considerably lower than the price that
economic models have estimated is needed to
meet the 2°C climate stabilization goal
recommended by scientists» (WB, 2015)

« once climate change becomes a defining issue
for financial stability, it may already be too late »
(Carney, 2015)

Physical risk, Carbon risk, Liability risk
Carbon intensive development

Shifting the trillions

etienne.espagne@cepii.fr06/09/2016 3



Which risks?

• Physical risks: direct impact from climate and weather-related events
• Liability risks: compensation for parties who have suffered loss or 

damage from the effects of climate change
• Transition risks: changes in policy, technology and physical risks

prompting a reassessment of a large range of asset values

Source : Carney (2015)
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Liability risk?
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Physical risk

Source: Vautard et al., 2015
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Max. value of 2014

Climate
of 2014

Climate
of 1950
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Tails get fatter



Physical risk

Source: Impact2C
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Insurance costs in case of extreme events’ increase could become … uninsurable
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Transition risk

Source : Dietz et al (2016)
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Present value of financial assets
Transition risks < stabilization risks
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Liability risk

Source: Munich Re (2010)
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Conflicting views on liability procedures
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Liability risk

Source: Heede (2014)
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No aggregate study of these three risks combined, with their possible correlations
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International policy actions so far

• FSB : Climate Change Disclosure Task Force
• Recommendation of voluntary public disclosure linked to climate

change (report due at the end of 2016)

• G20 : Green Finance Sub Group (GFSG)
• Greening the banking system,
• Greening the Bond market,
• Greening institutional investment
• Risk analysis
• Measuring progress
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Transparency of information, and financial innovation are key …
Implicit efficient market hypothesis (Fama)

06/09/2016



Systemic climate risk?

Source: ESRB (2016)

Source: UK Prudential regulation authority (2015)
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Difficulty to diversify climate risks, structural blindness to uncertain long-
term horizons … Intrinsic fragilities of the financial system (Minsky)
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Policies against climate systemic risk

• Ex ante policies:
– Information sharing
– Specific investment vehicules
– Macro-prudential policy instruments
– Extension of monetary policy objectives: use of social values of carbon

• Ex post policies: 
– Restore confidence levels in the financial system (collective insurance

mechanisms, central bank intervention)

• But at the end, there is no « lender of last resort » in a climate crisis! 

Source : Espagne and Aglietta (2016)
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From COP21 to COP22: the rise of values of carbon?
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A proposition (Hourcade et al., 2015)
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Extended QE policy

Decides on the Social Value of 
Emission reductions

Guarantees the carbon certificates
at the value of the SCC



Thank you
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