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Overview
The Green Swan: Central Banking and Financial Stability in the Age of Climate Change" by Patrick
Bolton, Morgan Despres, and Luiz Awazu Pereira da Silva, published by the Bank for
International Settlements (BIS), explores the profound implications of climate change for the
global financial system. The book introduces the concept of a "green swan" event – a highly
probable, yet potentially underestimated, catastrophic climate-related financial crisis that could
destabilize economies worldwide. It argues that climate change is not merely an environmental
issue but a fundamental source of systemic financial risk, demanding a proactive and integrated
response from central banks and financial regulators.

The authors contend that traditional macroeconomic and financial stability frameworks are
ill-equipped to handle the unique characteristics of climate risk, such as its long-term horizon,
non-linearity, and potential for sudden, severe impacts. They advocate for a paradigm shift,
urging financial authorities to expand their mandates to incorporate climate-related
considerations into monetary policy, financial supervision, and prudential regulation. The book
details various tools and strategies central banks can employ, including climate-related stress
tests, scenario analysis, and adjustments to collateral frameworks, to assess and mitigate these
emerging risks.

Ultimately, "The Green Swan" underscores the urgent need for global cooperation among
financial institutions and policymakers to build a more resilient financial system capable of
navigating the transition to a low-carbon economy. It posits that by integrating climate risk into
their core functions, central banks can play a pivotal role in fostering sustainable finance,
preventing future financial crises, and contributing to the broader societal effort to combat
climate change, thereby ensuring long-term economic stability and prosperity.

Key Takeaways
• Climate change presents systemic financial risks that central banks and regulators must
proactively address to maintain financial stability.

• Traditional financial stability frameworks are insufficient to manage the unique, long-term,
and non-linear nature of climate risks.

• Integrating climate-related stress tests and scenario analysis into financial supervision is
crucial for assessing vulnerabilities and building resilience.
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• Central banks have a legitimate role in facilitating green finance and ensuring an orderly
transition to a low-carbon economy.

• International cooperation among financial authorities is essential to effectively address the
cross-border and global nature of climate financial risks.

• Policymakers must consider both climate change mitigation and adaptation strategies to
strengthen the financial system against future shocks.

Chapter Summaries
Executive Summary

The Executive Summary introduces the concept of "green swans" as potentially catastrophic
climate-related events with systemic financial implications, distinct from traditional "black swans"
due to their foreseeability, albeit with deep uncertainty regarding timing and precise impact. It
argues that climate change poses significant risks to financial stability, requiring a paradigm shift
in central banking and financial supervision. The summary outlines the report's key findings,
emphasizing the urgent need for proactive policy responses, significant improvements in data
and disclosure, and robust international cooperation to mitigate these risks and facilitate an
orderly transition to a low-carbon economy. It highlights the inadequacy of traditional risk
management frameworks for addressing the complex, non-linear, and irreversible nature of
climate-related uncertainties.

Chapter 1: Introduction

This chapter sets the stage by defining climate change as a major, unprecedented source of
financial risk, distinct from typical financial shocks due to its complexity, non-linearity, and
potential for irreversible impacts. It formally introduces the "green swan" concept, drawing
parallels with "black swans" but emphasizing the foreseeable nature of climate risks, even if their
timing and precise impacts are deeply uncertain. The chapter outlines the report's scope, which
is to explore how central banks and financial supervisors can contribute to mitigating these risks
and fostering a sustainable financial system. It stresses that climate change is a macro-critical
issue that falls within the mandates of financial authorities.

Chapter 2: Climate change and financial stability

This chapter details the various channels through which climate change impacts financial
stability. It categorizes risks into physical risks (e.g., extreme weather events like floods or
droughts damaging infrastructure and assets), transition risks (e.g., policy changes,
technological shifts, and evolving market sentiment affecting the value of carbon-intensive
assets), and liability risks (e.g., litigation against companies for climate-related damages). The
chapter explains how these micro-level risks can aggregate into systemic risks, potentially
triggering financial crises if not properly managed. It reinforces the "green swan" idea by
highlighting the deep uncertainty, non-linear impacts, and potential for cascading failures across
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the financial system.

Chapter 3: Central banks and financial supervisors: a new frontier

This chapter explores the evolving and expanded role of central banks and financial supervisors
in addressing climate-related financial risks. It discusses how these risks fall squarely within their
existing mandates for financial stability, price stability, and prudential supervision, necessitating
a re-evaluation of their tools and strategies. The chapter examines potential policy avenues,
including macroprudential measures (e.g., climate stress tests, adjustments to capital
requirements), microprudential supervision, greening monetary policy operations (e.g.,
considering climate factors in collateral frameworks, asset purchases), and managing foreign
exchange reserves. It emphasizes the need for a holistic and proactive approach to integrate
climate risk into all aspects of financial policymaking.

Chapter 4: Data, disclosure and taxonomies

This chapter identifies critical gaps in data availability, consistency, and comparability as a major
impediment to effectively identifying, measuring, and managing climate financial risks. It
strongly advocates for enhanced corporate disclosure of climate-related information, aligning
with frameworks such as the Task Force on Climate-related Financial Disclosures (TCFD). The
chapter also discusses the crucial importance of developing robust green taxonomies to provide
clarity and a common understanding of what constitutes "green" or sustainable economic
activities. These elements are presented as foundational for informed decision-making by
financial institutions, investors, and regulators, and for preventing greenwashing.

Chapter 5: International cooperation and policy coordination

This chapter stresses the inherently global nature of climate change and its associated financial
risks, necessitating strong international cooperation and coordinated policy responses. It
highlights the vital roles of international forums and networks, such as the Network for Greening
the Financial System (NGFS), the Financial Stability Board (FSB), and the G20, in sharing best
practices, developing common standards, and fostering collective action. The chapter also
discusses the importance of national-level policy coordination across various government
agencies and ministries to ensure a coherent, consistent, and effective transition to a sustainable
economy, avoiding fragmented or contradictory policies.

Chapter 6: Conclusion

The concluding chapter summarizes the report's main arguments, reiterating that climate
change poses a systemic and existential threat to financial stability that central banks and
supervisors can no longer ignore. It emphasizes the urgency of action, advocating for a proactive
and comprehensive approach that integrates climate risk into all aspects of financial
policymaking and supervision. The conclusion underscores the need for innovation in financial
tools, robust international and national collaboration, and a long-term perspective to navigate
the complex "green swan" challenges. It calls for building a more resilient, sustainable, and
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inclusive financial system capable of supporting the transition to a low-carbon economy.

Themes
• Climate financial risk

• Central bank mandate

• Green finance

• Systemic risk

• Financial stability

• Policy coordination

Frequently Asked Questions
What is the green swan about?

"The Green Swan" explores how climate change poses systemic risks to the global financial
system, potentially leading to catastrophic "green swan" events. It argues for an expanded role
for central banks and financial regulators in mitigating these risks and facilitating a transition to
a sustainable economy through new policies and tools.

Is the green swan worth reading?

Yes, it is highly recommended for anyone interested in the intersection of climate change and
finance. The book provides a foundational understanding of climate-related financial risks and
offers a compelling argument for central bank intervention, making it essential reading for
policymakers, economists, and financial professionals.

Who should read the green swan?

This book is primarily aimed at central bankers, financial regulators, policymakers, economists,
and academics in finance and environmental economics. It is also valuable for financial
professionals, investors, and anyone seeking a deep understanding of climate change's
implications for the global financial system.

How long does it take to read the green swan?

Based on its length, "The Green Swan" typically takes around 3 to 4 hours to read for an average
reader. This estimate can vary depending on reading speed and the depth of engagement with
the technical concepts presented.

Best Quotes
“A Green Swan is a metaphor for a climate-related financial event that is both highly
probable and has extreme, systemic impacts.”
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Introduction

This quote defines the central concept of the book. It highlights that climate change poses not
just individual financial risks but systemic threats that are difficult to model with traditional tools,
requiring a new approach from central banks and financial supervisors.

“Central banks and supervisors have a critical role to play in greening the financial system
and mitigating climate-related financial risks.”

Chapter 2: Why Climate Change Matters for Central Banks and Supervisors

This statement underscores the book's core argument: that central banks, traditionally focused
on price stability and financial stability, must expand their mandate to address climate change. It
emphasizes their unique position to influence the financial system's resilience to climate shocks.

Questions & Answers
What is the main argument of 'The Green Swan'?

The main argument is that climate change poses a significant, systemic threat to financial
stability, akin to a 'Green Swan' event. The authors contend that central banks and financial
supervisors, traditionally focused on price stability and financial stability, must expand their
mandates to actively address and mitigate these climate-related financial risks, moving beyond
traditional risk management frameworks.

What does the title 'The Green Swan' refer to?

The title refers to a metaphor for a climate-related financial event that is both highly probable
and has extreme, systemic impacts. Unlike 'Black Swan' events, which are unpredictable, 'Green
Swan' events are foreseeable but their precise timing and magnitude are uncertain, making
them difficult to model with traditional tools and requiring proactive policy responses.

Why do the authors argue that climate change is a concern for central banks?

The authors argue that climate change is a concern for central banks because it creates
significant financial risks, including physical risks (e.g., damage from extreme weather) and
transition risks (e.g., economic shifts from decarbonization policies). These risks can impact asset
values, credit quality, insurance markets, and ultimately threaten financial stability and price
stability, which are core central bank mandates.

How does the book challenge traditional central banking mandates?

The book challenges traditional central banking mandates by arguing that climate change
necessitates an expansion of their scope. While central banks typically focus on price stability and
financial stability, the systemic nature of climate risk means these goals cannot be achieved
without addressing environmental factors. This implies integrating climate considerations into
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monetary policy, financial supervision, and prudential regulation.

What are the main policy recommendations for central banks in the book?

The book recommends that central banks integrate climate risk into their financial stability
frameworks, conduct climate stress tests, adjust prudential regulations to account for climate
risk, and potentially incorporate climate considerations into monetary policy operations. It also
advocates for international cooperation and for central banks to play a role in fostering green
finance and data disclosure.

What is the 'tragedy of the horizon' and how does the book address it?

The 'tragedy of the horizon' refers to the idea that the most severe impacts of climate change
extend beyond the typical time horizons of policymakers and financial markets, leading to
underestimation and underpricing of long-term risks. The book addresses this by urging central
banks to adopt longer-term perspectives and proactive measures, using their unique position to
internalize these long-term risks into current financial decisions.

How does 'The Green Swan' relate to the concept of systemic risk?

'The Green Swan' strongly links climate change to systemic risk, arguing that climate-related
shocks can cascade through the financial system, affecting multiple sectors and institutions
simultaneously. It emphasizes that climate risk is not merely an idiosyncratic risk for individual
firms but a pervasive, interconnected threat that can undermine the entire financial system's
stability.

What role does financial regulation play in addressing climate risk, according to the
authors?

According to the authors, financial regulation plays a crucial role in addressing climate risk by
ensuring that financial institutions adequately identify, measure, and manage these risks. This
includes integrating climate risk into prudential frameworks, capital requirements, and stress
testing, as well as promoting transparency and disclosure of climate-related financial
information to guide market behavior and prevent systemic vulnerabilities.

What is the difference between 'green finance' and 'greening the financial system' as
discussed in the book?

The book distinguishes between 'green finance,' which refers to financing environmentally
friendly projects, and 'greening the financial system,' which involves integrating climate-related
risks and opportunities into the core operations and regulatory frameworks of the entire
financial system. The authors argue that while green finance is important, the latter is essential
for ensuring financial stability in a changing climate.

What are some of the key uncertainties highlighted by the authors regarding climate risk?
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The authors highlight several key uncertainties, including the precise timing and severity of
climate impacts, the effectiveness of mitigation and adaptation policies, and the complex,
non-linear ways in which climate shocks can propagate through the financial system. These
uncertainties make traditional risk modeling challenging and necessitate a precautionary
approach and scenario analysis.

Does the book suggest that central banks should engage in climate activism?

The book carefully distinguishes between central banks pursuing their mandates related to
financial and price stability, and engaging in climate activism. It argues that addressing climate
risk is a necessary extension of their existing mandates, not a deviation into environmental
policy-making. Their role is to ensure the financial system's resilience to climate change, not to
dictate climate policy directly.

What is the book's stance on carbon pricing and its relation to central bank actions?

The book acknowledges carbon pricing as a crucial policy tool for internalizing climate
externalities and driving decarbonization. While central banks typically do not set carbon prices,
the authors suggest that effective carbon pricing and other fiscal policies can significantly reduce
climate-related financial risks, thereby making the central bank's task of maintaining financial
stability more manageable.

How does the book emphasize the need for international cooperation?

The book emphasizes the need for international cooperation because climate change is a global
problem with cross-border financial implications. It argues that fragmented national responses
will be insufficient, and coordinated international efforts are required for effective climate risk
management, data standardization, and the development of common supervisory approaches
among central banks and financial regulators worldwide.

What are the implications of 'The Green Swan' for monetary policy?

The implications for monetary policy are that climate change can affect inflation, growth, and the
transmission mechanisms of monetary policy. Central banks may need to consider how
climate-related shocks impact their economic forecasts and policy decisions, potentially
adjusting asset purchase programs or collateral frameworks to account for climate risks, while
maintaining their primary price stability mandate.

What is the role of data and disclosure in the book's recommendations?

The book stresses the critical role of improved data and disclosure. It argues that better,
standardized, and granular data on climate-related risks and opportunities are essential for
financial institutions to assess their exposures accurately. Enhanced disclosure helps markets
price risks more efficiently, enables supervisors to monitor vulnerabilities, and supports
informed decision-making by all stakeholders.


