
Global Financial Crisis and Climate Change 
An introduction to financial crisis and climate change 
Major news outlets are slowly picking up the urgency of climate change. The language of climate crisis, 
particularly from young people, is permeating into more corners of everyday life. At the same time, volatility 
in global markets and international trade has driven financial news to the front pages. Some note and worry 
that climate impacts or industries and countries unprepared for transition could cause financial crisis. Others 
stress that a financial crisis response must address climate and other systemic challenges like growing 
inequality and digitalization, in order to avoid locking in unsafe levels of greenhouse gas emissions or locking 
out large swathes of society. But, these conversations on climate change and financial crisis are nascent. Far 
more attention is needed from policy- and decision-makers in order to plan for and respond to this large and 
increasingly present threat. At this year’s Strategy for Peace Conference, the Stanley Foundation and 
roundtable chair Claire Healy of E3G have gathered experts from finance and climate in order to examine the 
interplay of climate and financial instability, with a specific focus on developing “top drawer” ideas that 
policymakers and stakeholders can turn to in a moment of crisis. 

Financial first aid 
Looking back to the financial crisis of 2008 is informative, from how the crisis took shape to what occupied 
the minds of key decisionmakers, in which venues – much can be learned from the response. The financial 
crisis revealed structural problems with the global financial system and offered the rare opportunity to create 
systemic reform. Central banks, multilateral development banks, and fiscal policymakers in national 
governments each had their own important roles to play. Many of these actors were highly coordinated to 
first instance “stop the bleeding” and then create a global stimulus and develop new rules for the road, such 
as Basel III. However, in retrospect, too little attention was paid to the opportunity to incentivize stopping 
bad activity and moving forward more of the “right things”.  

At the heart of the 2008 crisis was high-risk lending in the form of mortgage-backed securities and 
collateralized debt obligations, which upon shocks to house prices led to a contagion of defaults exacerbated 
by fractional reserve banking and high leveraging. Financial conglomerates like Lehman Brothers and Bear 
Stearns—suddenly involved in creating mortgages, securitizing them, and servicing them—spread these risks 
far and wide in a way that caused systemic financial crisis when prices in the housing market suddenly 
declined. 

Crisis leadership 
Leadership during post-2008 fell to national governments, the Federal Reserve, People’s Bank of China, the 
European Central Bank and institutions such as the IMF and Bank for International Settlements. Responses 
were characterized by national governments jointly assessing the root causes, bailing out of some financial 
institutions and a subsequent program of quantitative easing to restart economies. Identifying and 
understanding the loci of decision and policymaking will be crucial ahead of another crisis.  

Geopolitics and global interconnectedness have changed as national political landscapes have transformed 
since 2008. The loci of decision-making is shifting to other geographies and the next generation. With 
challenges to the existing global power structures, including the rise of China and dilution of the European 
Union with the UK’s departure, global policymaking and cooperation is likely to be very different as 
protectionism and isolationism creates tension. The cause of a crisis will largely decide the people around the 
table, and while it is likely there will be some consistency in technocratic venues, for example the Basel 
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Committee on Banking Supervision which convenes Central Banks, there are new global groupings with 
different agendas likely play a greater role. Political settings such as the G7 and G20 will fluctuate in 
importance depending on the Presidency at the time, and emerging economies and developing countries will 
expect to be involved in global financial reform of a multipolar global economy.i Whether the next crisis is 
triggered by climate change or not, preparing for the shocks it is likely to cause raises the importance of 
climate change experts being a part of any future solution.  

National changes in a global system  
For now, the lines guiding financial regulators and investors may be blurring once more. In the U.S., 
regulations like Dodd-Frank have been undone.ii Increasingly nationalist and isolationist policies have led to 
trade tensions which exacerbate incoherence between fiscal and monetary policies, and may hinder effective 
international cooperation in response to financial crisis. 

Meanwhile, financial related climate risks become increasingly apparent by the day.  As an example, in 
Southeast Asia, the desire to increase access to energy and grow industry is underwritten by inexpensive coal 
technology from northeast Asia. These investments appear inexpensive at the moment, but underneath their 
surface is the risk of stranding assets as the obsolescence of coal grows globally, a risk that falls primarily on 
the shoulders of citizens in many Southeast Asian countries.  

In other regions, the exposure to climate impacts are overlooked by important actors like insurance providers 
and mortgage lenders. A recent study in the U.S. indicates that the risk of property loss and default in coastal 
regions could be larger than that of subprime mortgages in the leadup to 2008.iii Catastrophes, for example 
Hurricane Maria in 2018 deeply affecting the Caribbean, are becoming ever more frequent and raise 
questions about the feasibility of insurance markets and government’s role in bearing uncovered costs. 
Private companies are similarly facing costs of climate impacts but also liabilities. Pacific Gas & Electric face 
an $11 bn settlement with claimants for its role in the Californian wildfires in 2017.iv 

In either the cases of either stranded assets from coal investment in Southeast Asia or mortgage lenders and 
insurers overexposed to climate risk, the impacts will spill into markets and economies more broadly, and are 
unlikely to stop at national borders. Policymakers and the finance industry must better understand just how 
real the financial risks of climate change are, begin to incorporate those risks in their thinking and planning, 
and understand that creating a financially resilient future requires climate action and adaptation.  

Gauging developments in the financial system 
Some of the response measures from the last crisis were highly effective and innovative, such as the 
emergence of stress testing banks. In other areas, solutions like Basel III and Solvency II mandated capital 
ratios and other measures that may have built more resilience into the system, but perhaps lacked the 
foresight needed to deal with other systemic risks – their focus on short-term liquidity has raised the cost of 
long-term risk, stymying the availability of long-term finance generally required for sustainability projects. 
Other voluntary frameworks, such as the Task Force on Climate Related Financial Disclosure (TCFD) or the 
Network for Greening the Financial System, or the Coalition of Finance. Ministers for Climate Action have not 
been adopted broadly or had a material effect on financial flows. For example, fewer than 25% of companies 
disclose more than 5 of the 11 recommended disclosurev and top investment banks have only increased fossil 
fuel spending in the years following the Paris Agreement.vi Looking ahead, each of these responses and 
instruments could help to inform and address financial crisis and climate change. Banks could be stress tested 
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for climate risk and banking regulation could be written to include climate risk disclosure and made 
mandatory. Governments are beginning to look at climate risk on their balance sheets and in their fiscal 
policies, something development finance institutions are beginning to take more seriously. Civil society also 
has important role pushing for more transparency and highlighting incongruencies in private and public 
investments. But in other ways, the response must be more innovative than looking to adapt past response 
measures. Particularly problematic with this approach may be overlooking that policymakers first and 
foremost look to the cause of the issue and attempt to stop the bleeding. This can lead to responses that are 
too focused on one issue, such as subprime mortgage practices and don’t take a more comprehensive view of 
creating a more stable system for the future. With the rise of Fintech around the globe, regulators cannot 
know with certainty what the future financial system will look like and therefore they cannot be blamed for 
not knowing where to start. Yet they must. Central bankers and financial regulators and actors throughout 
the system must approach their work with humility. Hubristic tendencies in the system exacerbate the risks 
and costs of inaction.  

Next time 
In order to secure climate safe and financially secure global economy, a response package to financial crisis 
may require looking beyond just what tools and regulations are needed, and work across boundaries, 
temporal and spatial, to address multiple issues. Those working in the finance and climate fields may also 
need to examine what is required to pull back the view of policymakers in a time of crisis, to help them 
comprehend holistically the long-term implications any response will have. In order to effectively orient 
decisionmakers to be effective in responding to a crisis, ideas must be developed in advance, that can 
anticipate possible causes and repercussions of crisis. Without this, decisionmakers are left applying 
tunicates, but not addressing the larger problems. What is needed now is a thorough examination of how to 
create a financially safe, green future and to familiarize those in key positions to begin thinking about how to 
implement them in times of crisis.  

Summary questions 
• Leadership: Which government offices, institutions, or policy fields are likely to play a part in any 

future shaping of the international monetary and financial system? 
• Lesson learning: What lessons have been learned from previous global reform of the international 

monetary and financial system? 
• Future proofing: How should negotiators prioritize policy reforms and what factors should be taken 

into account to ensure systems thinking? 
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