
According to the Bank of
International Settlements
(BIS),
climate change could trigger
the next financial crisis
by exacerbating existing
financial vulnerabilities.
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Climate Change, Bank Fragility, and Systemic Risk

Climate change is the biggest challenges of our times. 

Motivated by this, this research studies

how both physical and transitional climate
changes affect to financial instability (systemic
risk).

SYSTEMIC RISK

This study finds both physical and transitional
climate changes substantially increase systemic risk.

MAIN FINDING I

Climate change, undoubtedly, can be a source of
systemic risk by generating cascading unprecedented
damages to the financial markets and institutions.

MES(marginal expected shortfall) and ΔCoVaR(change
in conditional value at risk) are used to proxy the
systemic risk.
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This figure depicts
impulse response
functions (IRF)
quantifying the effect of
climate change on
aggregate level of
systemic risk.

Further, this study examines whether state-led climate
change adaptation actions can build resilience to the
detrimental impacts from climate change.

MAIN FINDING II
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The figure depicts
impulse response
functions (IRF)
quantifying the effect
of increasing climate
change on aggregate
bank fragility.

The figure climate change shock to sea level rise
has a significant positive effect on systemic risk
more than 10 quarters into the future.

The separate VAR by aggregating banks with climate
change adaptation plans (green line) and banks without
adaptation plans (red line).

This study finds that climate change adaption actions
can mitigate the effects of climate change on systemic
risk.
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