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2-way relationship with climate —
Changing climate will affect banks’ portfolio, while Banks’ lending also affects the climate




Two transmission
Credit Risk channels: Transition
Risk & Physical Risk
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Transition Risk & Physical Risk

Transition risks Physical risks
Transition Pathways , Chronic Climate Impact . Acute Climate Impact
Integrated Assessment Models Earth System Models and Climate Impact Models Natural Catastrophe Models
E.g. policy changes, technological e.g. Sea Level Rise, e.g. Flooding,
advancements, change in consumer Changes in surface Strong
preferences temperature Typhoons
Macro-financial impacts
Global Macroeconomic Maodels
E.g. changes in GDP, demand and supply, prices and shift in energy consumption
Impact on the financial strength of companies, e.g. Impact on company’s productivity, Impact on properties’ collateral
revenue, cost of operations, capital expenditure change in consumer preference, and value due to damage, business
and debt burden to transition to low carbon collateral market value disruptions affecting revenue
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Scenario Analysis is one of the widely used tools
under predefined climate scenarios
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Scenario Pathways

Current Policies (Hot House World)
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Reaching Net Zero by 2050

Electricity from Renewables (e.g. Wind, Solar,
Hydro) increases by 5 times by 2050
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More than half of Transport, Industrial, and
Building are electric by 2050
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More than 40% of gas, liquid and solid fuels are
bon neutral, e.g. green hydrogen, biomass,
bioliquids
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