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Asclimate change denial gives way to
acceptance, economic activity agnos-
ticto its negative externalities requi-
res a rethink. Businesses must strate-
cically rethink business models with

a nudge from investors. But can centu-

ries of corporate thinking beupturn-
ed to make room for social and en-
virommental targets? After all, profit
istheraison d'étre for a business.
There are alsoconcerns that while
0N paper, companies and investors
commit to sustainability, often re-
turns assume primacy and the Do
oo for all’ motto is subverted. For
the private sector to take hieed of the
warnings, the scientific results must
betranslated into the language of
finance. That is, the impact of climate
changeneads to be demonstrated as
potential risks and returns.
Risks are an effective means to sig-
nal costs of inaction. Like any other
public policy issue, a cohesive fram-
ework must be designed by the gov-
ernment. LooKing beyond the sector-
driven narrative, or theneed for
predefined list of activities qualifying
as ‘greety’, it Is important the macroe-
conomic risks of climate change are
relayed. Central banks are in the busi-

nessof maintaining price and finan-
cial stability and are at the heart of
the transition. Through forward-
looking policy, they can relay the pre-
sent value of future climate change.
Temperature increase and CO-
concentration tend tolower crop
vields. Studies estimate that yields of
wheat, rice, maize and soybean
decline by 6%, 3.2%, 7.4% and 3.1%
respectively witha1° Crise in tempe-
rature. So, it's rational to expect food
shortage, tothe extent demand is

inelastic and incomes do not uniform-

1y decline. Thus, inflation targeting
without sound assessment of climate
risks is an incomplete policy yvielding
suboptimal economic growth.

In April 2020, the RBI acknowledged
the potential macroeconomic risks
from climate change. The study
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Cost beneflts In the air

(bitly/3yTC7Pa)estimated that wea-
ther conditions, especially rainfall,
have a strong influence on the trajec-
tory of food inflation that Iasted cou-
ple of months. The results also show-
ed weather conditions have a signifi-
cant impact on some key indicators of
economicactivity like Purchasing
Managers' Index (PMTI), Index of
Industrial Production (IIP), demand
for electricity, trade, tourist arrivals,
and tractor and automobile sales.

Other studies show the persistence
of inflationary pressures indevelop-
ing countries up toeight vears. There
fore, monetary policy can nolonger
adopt forecasting models blind to
long-term climate risks.

Climate change also results in
financial fragility On the one hand,
the transition away from fossil fuels
Can expose companies and bank
balance sheets to potential valuation
loss. On the other, sovereign downgra-
des based on climate risk assessment
as well as physical risk exposure can
lead to a contagion. Each of theseare
sizeable risks for the economy,

As of March 2020, 38% of the gross
creditto industry was deployed in
mining, including coal., fossil fiels,
transport vehicles, cement, iron and
steel, power and petrochemicals —all
prone totransition risks. Moreover,
the March 2021 study, ‘Rising Tempe-
ratures, Falling Ratings: The Effect of
Climate Change on Sovereign Credit-
worthiness’ (bitly/3lesrPw), estima-
tes that India’s sovereign downgrade
at the turn of the century, on account
of climate risk, will be among the

worst at 1.47 notches, which, inturn,
will push up the cost of borrowing.

In fact, as per one estimate, sovere-
ign bond yvields peak at least 10 quar-
ters after a shock in emerging mar-
Kets and Asean couniries. This would
set in motion the process of contrac-
tion, and further curtail Gol's ability
to borrow to finance the transition.

Theactive participation by central
banks is often seen as UNNecessary
politicisation. However, such con-
cerns are unfounded for India., First,
climate change will impact the econo-
my through inflation and financial
instability, So, falling within the
ambitof the RBI'sgoals.

Further, the RBI hasa relatively
broad mandate to maintain price
stability It is also expected to mainta-
in confidence in the banking system
while performing a developmental
role by a range of promotional fimc-
tions to support national objectives.
Thus, incorporating green finance
within the folds of the bank's manda-
te won't bea challenge. The RBI
joining the Network for Greening the
Financial System (NGFS)this year
signals a positive step forward.

Astheclock ticks on climate change,
it is ideal tobegin by understanding
what it means for India. The financial
sector responds bestto the RBI's
actions and a proper assessment,
accompanied by disclosures of clima-
terisk, can pave the way for action.
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