
Climate change and its im-
pact is increasingly being
acknowledged as a key risk
driver for the fi�nancial sys-
tem by governments, regu-
lators and fi�nancial fi�rms,
said M. Rajeshwar Rao, De-
puty Governor, Reserve
Bank of India (RBI).

“Climate risks can impact
the fi�nancial sector through
two broad channels; fi�rst -
physical risks which mean
economic costs and fi�nan-
cial losses resulting from the
increasing severity and fre-
quency of extreme weather
events and long-term cli-
mate change, and second -
transition risks which arise
as we try to adjust towards a
low-carbon economy,” Mr.
Rao said in a speech at the
CAFRAL Virtual Conference
on Green and Sustainable
Finance on September 16, a
copy of which was posted by
the RBI on Monday.

“It is, therefore, impor-
tant to understand these
risk drivers which are likely
to aff�ect the fi�nancial fi�rms,”
he added.

Mr. Rao said physical risk
drivers are directly observa-
ble and often refer to fre-
quent extreme weather
events which infl�ict direct
economic costs and fi�nan-
cial losses on fi�nancial fi�rms
as well as cause a longer-
term but gradual shift in cli-
mate. Such acute physical

risks arise from extreme cli-
mate events such as heat-
waves, landslides, fl�oods,
wildfi�res and storms. 

On the other hand,
chronic physical risks are
longer-term events as they
arise from gradual shifts of
weather patterns, he said.

Compliance cost
He said transition risks es-
sentially refl�ect as com-
pliance cost when one em-
barks upon adjustment to a
low-carbon economy. 

“This would include
changes in government poli-
cies, market and customer
sentiments and necessity
for technological upgrada-
tion. Mandated climate-re-
lated mitigation plans could
cause decrease in fi�nancial
valuation or downgrade of
credit ratings for businesses
which are violating climate
norms,” he said.

“Such plans can also
cause a shift in market pow-
er,” he added. 
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