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Fifty Shades of Green
The world needs a new, sustainable financial

system to stop runaway climate change

Mark Carney | International Monetary Fund © 2019
In: Finance & Development Magazine

Climate change is destroying assets on a staggering scale. Mark Carney, former head of the Bank

of England, describes in this incisive article how the rapid pace of global warming is exerting

significant stress on the world’s economies. He also explains the foundation of “a new, sustainable

financial system” that will put environmental risk at the center of capital allocation decisions.

Financial professionals looking for a firm grounding in this field will appreciate Carney’s succinct

but informative map.

Take-Aways

• Climate change is imposing catastrophic costs on present and future generations.

• A new financial system will use environmental risk to value assets.

• Decision makers need to bring sustainable finance into the mainstream.

Summary

Climate change is imposing catastrophic costs on present and future generations.

Global protests in response to surging events of destructive weather point to a growing awareness

of the costs of climate change on the environment and human well-being. Steadily increasing

record temperatures, rising sea levels and intensifying storms are harbingers of worse things

to come. The financial toll is enormous. In 2017, insured losses reached $140 trillion, while

uninsured losses totaled $200 trillion. The international goals of decreasing carbon emissions

by 45% by 2030 and to bring those to “net zero” by 2050 are imperative in stemming the pace of

climate change and its damage.
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A new financial system will use environmental risk to value assets.

Traditionally, businesses such as power companies, automakers and real estate developers have

considered their climate impacts under the guise of social responsibility. But these firms do not

include the potential losses from their contributions to catastrophic events as risk factors in their

forecast models.

“The providers of capital – banks, insurers, and asset managers and those who supervise
them – must all achieve better understanding and management of climate-related
financial risks.”

A transformation has started: In 2019, corporations began reporting their climate risks in

accordance with the recommendations of the G20 nations’ Task Force on Climate-Related

Financial Disclosures. The data allow banks and asset managers to address environmental risks

as they do other hazards. They can assess their portfolios for exposure to “carbon-intensive”

industries, flood-prone properties and sovereign losses from weather events. Insurers have

improved the management of their vulnerabilities by modifying coverages and pricing. The Bank

of England is the first regulatory body to apply stress tests under numerous climate scenarios.

Financial markets see the value in sustainable investment: Strategies that “overweight high

environmental, social and governance stocks” have now beaten their benchmarks for some time.

Decision makers need to bring sustainable finance into the mainstream. 

Green finance is a work in progress. Experts project that an increased availability of insurance

coverage would lessen the onus on taxpayers, raise investment and GDP, and help make the

environment more robust against the forces of climate change. Governments, however, must

lead the effort with climate policy initiatives that the financial system can fortify and facilitate.

Countries need to move further and more quickly to implement their Paris Agreement pledges.

“Finance will complement – and potentially amplify – but never substitute for climate
policy action.”

Officials across all nations must require and help standardize disclosure reporting. Major global

banks, insurance companies, investment managers, rating agencies and accounting firms

all have roles to play to support the acknowledgement of environmentally related hazards.

Governments also need to set and supervise rules for financial best practices in risk management

and sustainable investment. Corporations must adapt their business operations to achieve net-

zero emissions. Those that fail to adjust to a sustainability model will more likely than not cease to

exist.
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About the Author

Mark Carney is an economist and the former governor of the Bank of England.
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