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The Network of Central Banks and Supervisors for Greening the Financial System
(“NGFS”) is assembling a team of modelling experts to develop short-term climate
scenarios that capture the adverse implica�ons in the near term of disorderly
climate transi�on efforts and natural disasters. In a Call for Expression of
Interest published on May 24, the NGFS observed that short-term climate
scenarios are intended to complement the NGFS’s exis�ng framework of long-term
climate scenarios, and will be based on detailed narra�ves and recommenda�ons
around scenario design, shocks, calibra�on and model implementa�on. The NGFS
plans to commence developing scenarios in the third quarter of 2023.

Launched in 2017, the NGFS is a group of 125 central banks and supervisors based
on five con�nents that share best prac�ces and contribute to the development of
environment and climate risk management in the financial sector, and seek to
mobilize mainstream finance to support the transi�on toward a sustainable
economy. NGFS members themselves are responsible for the supervision of all
global systemically important banks and 80% of interna�onally ac�ve insurance
groups.

Experts will be charged with crea�ng macroeconomic models that can simulate
various shocks related to transi�on and acute physical risks. In addi�on, these
experts will guide the NGFS in understanding the modelling output and making the
data available to a wider audience.

Since 2020, the NGFS has used climate scenarios to help central banks and
supervisors explore the possible impacts of climate change on the economy and
the financial system. These climate scenarios explore a range of plausible
outcomes:
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“Orderly” scenarios assume climate policies are introduced early and
become gradually more stringent, with rela�vely subdued physical and
transi�on risks.

“Disorderly” scenarios explore higher transi�on risks due to delayed or
divergent policies across countries and sectors.

“Hot house world” scenarios assume some climate policies are implemented
in some jurisdic�ons, but that global efforts are insufficient to halt significant
global warming, leading to severe physical risks and irreversible impacts such
as rising sea levels.

“Too li�le, too late” scenarios assume that a late transi�on fails to limit
physical risks.

Taking the Temperature: As we have observed, the European financial sector has
been using climate scenarios, including those developed by NGFS, to assess the
implica�ons of unchecked climate change and “stress test” financial ins�tu�ons
through various �me periods. U.S. financial regulators have undertaken similar
assessments.

The NGFS joins the UN Environment Programme Finance Ini�a�ve (“UNEP FI”), for
example, which has been using short-term scenarios for some �me. In May 2022,
the UNEP FI released a report exploring three climate-driven macroeconomic
shock scenarios for financial ins�tu�ons – a sudden rise in carbon price, a spike in
oil price and a trade war.

(This ar�cle originally appeared in Cadwalader Climate, a twice-weekly newsle�er
on the ESG market.)
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