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Climate change as an externality ...
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economic models have estimated is needed to
meet the 2°C climate stabilization goal
recommended by scientists» (WB, 2015)
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Figure 3: Portfolio composition of top world-wide banks.

06/09/2016 etienne.espagne@cepii.fr 3



Which risks?

.

[LLOYDS
« 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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Physical risk

SON stations precipitation 1950:2013 (99.970% CI).
70, I T 1 I — I

_|_| | |
500.
60 X
- 400
50 |- P
_|_
Q) g’ - 300
N 40 |
I<_I e
=) & - 200
e 30 & _
E \ Climate
: - 100
10, 48 of 2014
0] ! L1 | — — : 0]
2 5 10 100, 1000, 10000,

Source: Vautard et al., 2015 _

06/09/2016 etienne.espagne@cepii.fr

[mm/dy]



CEPii Physical risk
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Transition risk N

Table 1| The present value at risk of global financial assets from climate change between 2015 and 2100—the climate VaR.

Emissions scenario 1st pctl. 5th Mean 95th 99th
BAU (expected warming of 2.5°C in 2100) 0.46% 0.54% < 1.77% > 4.76% C’ﬁ_?GE’D
Mitigation to limit warming to 2°C with 2/3 probability 0.35% 0.41% T15% 2.92% 0.17%

Source : Dietz et al (2016)
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CEPii Liability risk

regulations and punltwe damages But claims related indirectly to climate change against
energy and/or c jes involving professional indemnity and directors” and
officers’ - D&Q. liability will emerge. lnaddition, many US environmental statutes contain

tod risk management measures. Proof of causality thus remains a virtually
insurmountable challeng&for claimants seeking compensation for damage allegedly

caused by GHG emissions.

Source: Munich Re (2010)
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Liability risk N
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International policy actions so far I

« FSB : Climate Change Disclosure Task Force
e Recommendation of voluntary public disclosure linked to climate
change (report due at the end of 2016)

* (20 : Green Finance Sub Group (GFSG)
e (Greening the banking system,
e (Greening the Bond market,
e (Greening institutional investment
e Risk analysis
e Measuring progress
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Systemic climate risk? N

If stress tests ultimately find the research and consultation

would be necessary in order to assesSw pefetes ale best suited in light of the pre-
existing prudential stance. The role of prudential policy is to mitigate excessive financial

Source: ESRB (2016)

assets. The PRA also notes the possmlllty of more near-term |mpacts through potentlal changes in

could be expected to be affected by these factors in the s3

Source: UK Prudential regulation authority (2015)
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Policies against climate systemic risk I

 Ex ante policies:
ation sharing
Specific investment vehicule
— Macro-prudential policy instruments
Extension of monetary policy objectives: use of social values of carb

 EXx 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? I

Article 2

(c) C\_ Making finance flows consistent with a pathway towards low greenhouse gas
emissions and climate-resilient development.

108. @f:es the social. economic and enviroumental@f voluntary mitigation

actions and their co-benefits for adaptafion, health and sustainable development:

By estimating the monetary value of potential-damages avoided in the future, the
ig Value of carbon can serve as a reference level for stakeholders Stroh as
Parties and the private S€cC ntation and
effectiveness of their mltlgatlon actions. Also, it can play a key role in informing their
decision-making processes, particularly i setting the stringency of climate policies at levels
that will promote the highest possible mitigation efforts called for by Parties. Participants
highlighted several successful applications for using a reference value of carbon, such as
conducting project appraisals and regulatory impact assessments, setting of economic
instruments, and evaluating long-term objectives or targets relating to climate policy.

Propositicn-9—=—iastatteromeTo ISSiOm de iTan Iveat-tdésignées pa |0NU]pDur
définir la trajectmre indicative d'un currldur de valeurs sociales du carboneyalignées
avec U] i te = B ac-ohieg s Vs = okts-MNere=—St;
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A proposition (Hourcade et al., 2015)
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