

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
				
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		
			
				
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Climate Change and Monetary Policy in the Euro Area

	
    
        
            
            







    
    










    
    
    
    











			
                    ECB Occasional Paper No. 2021/271
 
        

    
	

	
	
		
		
			193 Pages
		
		

		Posted: 23 Sep 2021
		
			Last revised: 12 Jan 2022
		
		
	

	
		
			
			




	See all articles by Francesco DrudiFrancesco Drudi
European Central Bank (ECB)
Emanuel Moench
Frankfurt School of Finance & Management; Centre for Economic Policy Research (CEPR)
Cornelia Holthausen
European Central Bank (ECB); Centre for Economic Policy Research (CEPR)
Pierre-François Weber
Bank of France
Gianluigi Ferrucci
European Central Bank (ECB)
Ralph Setzer
European Central Bank (ECB)
Virginia Di Nino
European Central Bank (ECB)
Francesca Barbiero
European Central Bank (ECB)
Donata Faccia
European Central Bank (ECB); Trinity College (Dublin)
Andreas Breitenfellner
Oesterreichische Nationalbank (OeNB)
Ivan Faiella
Bank of Italy
Mátyás Farkas
European Central Bank (ECB)
Maurice Bun
De Nederlandsche Bank
Fabio Fornari
European Central Bank (ECB)
Matteo Ciccarelli
European Central Bank (ECB)
Matthieu Darracq Paries
European Central Bank (ECB)
Alessandro Giovannini
European Central Bank (ECB) - Directorate General International and European Relations
Niki Papadopoulou
Central Bank of Cyprus
Miles Parker
European Central Bank (ECB)
Filippos Petroulakis
Bank of Greece - Economic Research Department; European Central Bank (ECB)
Gerbert Hebbink
De Nederlandsche Bank
Anamaria Piloiu
Goethe University Frankfurt
Sarah Jane Hlásková
European Central Bank (ECB)
Gasper Ploj
University of Bonn
Alexander A. Popov
European Central Bank (ECB)
Daniel Kapp
European Central Bank (ECB)
Paloma Lopez-Garcia
European Central Bank
Matija Lozej
Central Bank of Ireland
Reamonn Lydon
Central Bank of Ireland
Otso Manninen
Suomen Panki
Madelaine Roos
European Central Bank (ECB)
Andrés Manzanares
European Central Bank (ECB)
Daniel Santabárbara
European Central Bank (ECB)
Guido Schotten
De Nederlandsche Bank
Katri Mikkonen
European Central Bank (ECB)
Beatriz Sotomayor
European Central Bank (ECB)
Livio Stracca
European Central Bank (ECB)
Francesco Paolo Mongelli
European Central Bank (ECB); Goethe University Frankfurt
Carlos Montes-Galdón
European Central Bank
Georg Müller
European Central Bank (ECB)
Carolin Nerlich
European Central Bank (ECB) - Directorate General Economics
Malgorzata Osiewicz
European Central Bank (ECB)
Lia Vaz Cruz
European Central Bank (ECB)
Adrian Page
European Central Bank (ECB)
Aris Avgousti
Central Bank of Cyprus
Arturo Diez-Caballero
European Central Bank (ECB)
Jana Aubrechtova
European Central Bank (ECB)
Alberto Fuertes Mendoza
Banco de España
Mar Delgado Téllez
Banco de España
Patrick Grüning
Latvijas Banka
Pablo Garcia-Sanchez
Banque Centrale du Luxembourg
Lorenzo Isgro
European Central Bank (ECB)
Giovanna Bua
European Central Bank (ECB)
Mélissa Kasongo Kashama
National Bank of Belgium
Ricardo Queiroz
European Central Bank (ECB)
Lavinia Rognone
University of Edinburgh Business School
Oke Röhe
Deutsche Bundesbank
Niall McInerney
Central Bank of Ireland
Christoph Meinerding
Deutsche Bundesbank
Pinelopi Tsalaporta
National and Kapodistrian University of Athens
Jan Willem van den End
De Nederlandsche Bank
Anastasia Theofilakou
Bank of Greece
Mark Weth
Deutsche Bundesbank
Boris Osorno-Torres
European Central Bank (ECB)
Jean-François Ouvrard
Banque de France


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: September, 2021

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper analyses the implications of climate change for the conduct of monetary policy in the euro area. It first investigates macroeconomic and financial risks stemming from climate change and from policies aimed at climate mitigation and adaptation, as well as the regulatory and fiscal effects of reducing carbon emissions. In this context, it assesses the need to adapt macroeconomic models and the Eurosystem/ECB staff economic projections underlying the monetary policy decisions. It further considers the implications of climate change for the conduct of monetary policy, in particular the implications for the transmission of monetary policy, the natural rate of interest and the correct identification of shocks. Model simulations using the ECB’s New Area-Wide Model (NAWM) illustrate how the interactions of climate change, financial and fiscal fragilities could significantly restrict the ability of monetary policy to respond to standard business cycle fluctuations. The paper concludes with an analysis of a set of potential monetary policy measures to address climate risks, insofar as they are in line with the ECB’s mandate. 
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