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neling subsidized loans to public or private en-
terprises, which are then rolled over to sus-
tainable or green projects.

Subject to the precondition that the Central
banks’ mandates are not diluted, central banks
may also finance the government on a short-
term basis in cases of unforeseen natural dis-
asters or emergencies.

Central banks could also play a role in promot-
ing private investments in the fight against cli-
mate change by rendering targeted exchange
rate guarantees to the investors, especially
when cross-border payments for imports have
a pronounced share during the life-cycle of the
investments/projects.

The Bottom Line

The role of central banks in addressing climate
change should not be overlooked. Central
banks have a range of potential tools that can
be employed in this effort without compromis-

ing their primary mandate of maintaining

price stability.

At the same time, the tools employed for
greening the financial system and the banking
sector in particular, should follow the princi-
ple of proportionality to have a smoother tran-
sition without causing macroeconomic disrup-
tions to the financial system or the broader
economy. Investment strategies must be
aligned with climate-related financial risks,
whether transitional or physical, thereby ena-
bling stakeholders to simultaneously pursue
the objectives of price stability, financial sta-
bility, and climate sustainability.

Abadullah Abid

International Economic Analyst and Commu-
nication Coordinator

Monetary Policy Department

Sources:

1.

Tamez, M., Weenink, H., & Yoshinaga, A. (2024). Central Banks and Climate Change: Key Legal Issues (IMF Working Paper No.24/192).
International Monetary Fund. https://www.imf.org/-/media/Files/Publications/WP/2024/English/wpiea2024192-print-pdf.ashx

Basel Committee on Banking Supervision. (2022). Principles for the effective management and supervision of climate-related financial risks.
bis.org. https: ubl/d532.htm

Climate Transparency (2021 August 17). The role of central banks in tackling climate change. Climate-transparency.org. https://www.climate
-transparency.org/media/the-role-of-central-banks-in-tackling-climate-change

www.bis.org/bcbs

The role of central banks in supporting green structural transformation in the least developed countries. (2023). Crisis-resilient development
finance. (pp. 81-105). UN Trade and Development (UNCTAD). https://unctad.org/system/files/official-document/ldc2023 en.pdf
Isabel, C., & Martinez, G., (2021). The role of central bank in combating climate change and developing sustainable finance. Analytical Arti-

cles. Banco de Espafia. https://www.bde.es/f/webbde/SES/Secciones/Publicaciones/InformesBoletinesRevistas/ArticulosAnaliticos/21/T3/
Files/be2103-art31e.pdf
International Budget Partnership. (2011). Quasi-fiscal Activities. Internationalbudget.org. https

internationalbudget.or: -content

uploads/Looking-Beyond-the-Budget.pdf

Network for Greening the Financial System (NGFS). (2020). Guide for Supervisors: Integrating Climate-related and environmental risks

into prudential supervision. hitps://www.ngfs.net/sites/default/files/medias/documents/ngfs guide for supervisors.pd

Ferdinandusse, M., Abiry, R., Ludwig, A., & Nerlich, C. (2022). Green QE and Carbon Pricing: looking at potential tools to fight climate
Bank. https://www.ecb.europa.eu/press/researchpublications/resbull/2022/html/

change. Central

ecb.rb220928~f2cenac394.en.html

European




carbon transition, leading to climate change
mitigation. The above approach is financial
alignment towards a larger societal goal. The
approach will also help the institutions de-risk
and protect their balance sheets against the
transitional risks of climate change while pre-
serving their ability to deliver on their man-
dates.

The unorthodox investment behavior may also
foster trust among private investors and create
a cascading effect, augmenting the active role
of central banks in filling up the investment
gap considered essential for addressing cli-
mate change.

Financial Alignment via Improved Su-
pervision

As supervisors, central banks need to employ a
proactive approach toward supervisory assess-
ments of banks’ management of climate-
related financial risks. Central banks can add a
layer of financial security by enhancing the
toolkit and the capacity to enable them to as-
sess and supervise the banks’ management of
risks

climate-related financial effectively,

where timely and clear communication holds

mies.

the key.

Scenario analysis or stress testing is crucial in
revealing the level of risks facing the financial
sector and banks in particular. These meas-
ures will help banks to manage transitional
and physical risks effectively by allotting a
measurable space to climate-related risks in
the risk management aspect of the business.
Hence, aligning portfolios with climate-
friendly assets and investments will not only
have a significant impact in securing a sound
financial system but will also contribute to
achieving climate goals, paving a path for a
win-win outcome.

Central banks should have follow-up measures
in case of any material misalignment so that
there is enough enforceable capability to keep
the system in check.

Quasi-fiscal Activities

Quasi-fiscal activities are activities that public
institutions (such as central banks) undertake
to achieve an overarching objective of the gov-
ernment.

Combating climate change and its footprints,

central banks can have a tangible role by chan-

Sustainable Finance Taxonomy

The introduction of green finance taxonomies or a more comprehensive set of
sustainable finance taxonomies is a prerequisite to improved supervision in the
fight against climate change. Sustainable finance taxonomies will help set up
criteria for demystifying the classification of asset classes as green or grey. Sus-
tainable finance taxonomies will help the financial sector a great deal in making
informed decisions and scaling up the share of green investments across econo-

Considering the urgency and importance of the issue of sustainable finance
taxonomy introduction, multi-organizational working groups need to be
formed where resource and knowledge synergies will help in drafting a compre-
hensive set of sustainable finance taxonomies in a timely manner.

Y4




b & -L‘[)L.T....‘:Uﬂ 5

work for Greening the Financial System
(NGFS) has been instrumental and a driving
force in shaping an institutional approach to-
wards climate change and financial stability.
Central banks may explore their potential role
in the fight against climate change in the fol-
lowing key aspects:
Central Banks’ Mandates
Central banks are mandate-driven public enti-
ties. Mandates are central Banks’ overarching
purpose, which takes the central stage in their
general conduct. Central Banks around the
globe operate under various types of man-
dates.
The structure and type of mandates are influ-
enced by the strategic role of the central bank
in an economy and the legal frameworks un-
der which it operates. Generally, central banks
have one or a combination of the following
macroeconomic objectives:

o Price Stability

o Financial Stability

e Economic Growth

e Reduced Unemployment Rate

« Exchange Rate Stability

e Support of Governments’ Economic or

Development Policies

The

role in shaping the macroeconomic trajectory

central banks’ mandates play a pivotal

of an economy and its underlying macroeco-
nomic indicators. In conventional central
banking, with few exceptions, climate change

hasn’t been explicitly introduced as a mandate

or an objective. Governments have been at the
forefront of climate-related policymaking;
therefore, central banks are not policy makers
in this domain but rather policy takers. Most
of global initiatives to combat climate change
taken thus far are centered around the govern-
ments, such as the Paris Agreement and the
Principles for Responsible Investment (PRI).
In current settings of the public sector, central
banks may play their role in combating cli-
mate change by making tangible adjustments
to their asset purchase programs, tilting their
balance sheets more towards green assets in
the wake of Green Quantitative Easing, and
also via indirect channels by supporting gov-
ernment policies and initiatives revolving
around climate change management without
compromising their respective mandates
(using implicit hierarchy among the objectives
and priorities).

Financial Alignment

Financial alignment refers to the hands-on in-
vestment approach that aligns climate-related
risks into existing risk frameworks, with the
objective of safeguarding asset value.
Financial Alignment in Own Portfolio
Management

Managing and channeling large sums of inter-
national reserves is a fiduciary duty of central
banks. Central banks could play a proactive
role in combating climate change by attempt-
ing to nudge the prevalent investment behav-

ior by investing in sectors that promote low-




The Role of Central Banks
in Combating Climate Change

Climate change has now evolved into an exis-
tential threat in recent years and has become a
central theme in the global economy, impact-
ing human beings in every walk of life. Climate
change is the genesis of extreme weather
events, which have far-reaching social and
economic impacts, often translating into bil-
lions and trillions of dollars. Likewise, climate
change has yielded a spectrum of events rang-
ing from acute to chronic weather events, dis-
rupting the balance of life on Earth, which in
its wake brings the issue of unsustainability to
the forefront of livability.

As the popular saying goes, climate change
knows no borders. Therefore, global economic
and political powers should come together for

a well-aligned and synchronized approach to

save the planet Earth and those who call it
home.

Central banks hold a good share of economic
prowess that could serve as a catalyst in
streamlining finances to initially slow down
the pace of climate change and then probably
reverse some of its adverse effects. But at the
same time, central banks under the current
legal frameworks are facing ever-increasing
challenges to respond to climate change while
also adhering to the assigned mandates, espe-
cially in Least Developed Countries (LDCs).
There is a broad consensus that climate
change matters for monetary policy and its
transmission channels; therefore, it is high

time to consider the macro-critical issue of cli-

mate change seriously. The work of the Net-

-L‘;)L"...;@SUS

ol




........................

- - - -
- . - -
- - - -
- - - e e L - - -
....... - e 3 3 oo o0 L
- - [ ® L L] L] L oo -
- © - L] o L] oo L] LN ® ® e 0 e " e 0 =
LN LN £-3 LN ] L * o L) LN
- ® oo e L L] LR o o - -
L] L <o o LR N o L = e L -
o e L L J L J L J *ee =3 ©
u Cl e e e e o LR J L] 3 -
o ee LI @ oeo® ® L ] o LR -
o L L L ] oo LN ] 3 o - L
© o L L L ] - o 2l L N o L
...... LR N LN N N LR J - L N - o ® o e e e e -
L © o L J LN L L L R L a -
- L L oo e L] o o -
- - = - L L . e ° -
- ® L - - - - -
- ° L L] o e -
T LR - - -

=l 5 s G g1 1 8 ot Aot (Lo Wy 905 Al

) g S| g3 (ot § OO Gud (5SS g i Lo

'°°; Péﬁ =) ] °~.j Gh"" é 2

~J et




W
=Sl 4 g1 {5 =59 39l ¢
G—NSJ‘A—’qu—wG_“oé‘s)yd_',_l

7.38

47

1306

-l

51&9—-—4 2871

,,_..—-‘--'

At

el ™

-
o

YA o o

L7

/S

i

!I

13911 1&71 353 4 1778 2717 12845

96.1205

n u , @ N @ www.dab.gov.af




	Page 1
	Page 2
	Page 3
	Page 4
	Vol-218.pdf
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32


