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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.



https://booksummaryai.com/country/en/the-green-swan Page 2

• 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
The Climate Challenge and Financial Stability

This section introduces climate change as a critical source of systemic financial risk, moving
beyond its traditional perception as purely an environmental issue. It outlines how physical risks
(e.g., extreme weather) and transition risks (e.g., policy changes, technological shifts) can impact
asset values, credit quality, and overall financial stability, making a compelling case for central
bank involvement.

Central Banks' Mandate and Climate Risk

This part examines the legal and operational justifications for central banks to incorporate
climate risk into their mandates. It discusses how climate change directly impacts price stability,
financial stability, and the efficient functioning of financial markets, arguing that addressing
these risks falls squarely within central banks' existing responsibilities.

Tools for Climate-Related Financial Supervision

This section delves into the practical tools and frameworks central banks and regulators can
deploy. It covers the development and implementation of climate-related stress tests, scenario
analysis, and disclosure requirements to identify, measure, and manage financial institutions'
exposures to climate risks, fostering greater transparency and resilience.

Monetary Policy and Green Finance

This chapter explores how monetary policy tools can be adapted to support the transition to a
low-carbon economy. It considers the implications of climate change for collateral frameworks,
asset purchases, and liquidity operations, discussing how central banks can facilitate green
finance without compromising their primary objectives of price and financial stability.

International Cooperation and the Path Forward

This final section emphasizes the global nature of climate financial risks and the necessity of
international collaboration. It highlights the role of bodies like the Network for Greening the
Financial System (NGFS) and the BIS in coordinating efforts, sharing best practices, and
developing common approaches to integrate climate considerations into global financial policy.
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Themes
• Climate financial risk

• Central bank mandate

• Green finance

• Systemic risk

• Financial stability

• Policy coordination

Notable Quotes
• "Climate change is a source of financial risk and a potential cause of systemic crises." —
Introducing the core argument that climate change is not just an environmental issue but a
fundamental threat to financial stability.

• "The 'green swan' is a metaphor for a climate-related financial crisis that could be extremely
disruptive." — Defining the central concept of the book, highlighting the potential for severe,
systemic impacts from climate change on the financial system.

• "Central banks and supervisors have a key role to play in 'greening' the financial system." —
Arguing for an expanded mandate for financial authorities to proactively address climate
risks and facilitate the transition to a sustainable economy.

• "The financial system needs to internalize climate-related risks and opportunities, and
central banks can help facilitate this process." — Emphasizing the necessity for financial
markets to properly price climate risks and the active role central banks can play in this
internalization.

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?



https://booksummaryai.com/country/en/the-green-swan Page 4

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.


