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Introduction

◼ Sustainability and climate change constitute a 

very broad mandate

◼ Price stability is a narrow mandate

◼ The intellectual and legal template of CBI was 

designed for a narrow mandate

◼ An expanded mandate requires 

commensurate mechanisms of accountability

◼ At stake: legitimacy of technocratic agencies

◼ Central banking is characterized by evolution 

and dynamism
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Sustainability & Climate Change 

◼ Sustainability is a broad concept that encompasses: 

❑ environmental (climate change, pollution, renewable 
energy, biodiversity, ocean) 

❑ social (financial inclusion) and 

❑ economic aspects (including inequality and debt 
sustainability). 

❑ There are importance governance and ethical issues 
too.

We have moved from CSR to ESG to SDGs. 

◼ Taxonomies of green assets and ESG and accounting 
standards are proliferating.
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Broadening of a narrow mandate

◼ Central banking throughout its history has been characterized by its 

evolutionary character (dynamism): in its objectives, functions & status 

◼ The emphasis on price stability - a narrow mandate – also needs to 

be understood in a historical context. (Tinbergen rule)

◼ But the consensus around this model started to change with the GFC. 

Black swan event according to Taleb. 

◼ Central banks recognize climate change as a source of systemic risk. 

The question is not if but how and who? What is the best distribution of 

tasks between political authorities and depoliticised agencies with 

narrower mandates? (Tax is a better tool from the perspective of 

distributional justice).

◼ From black swans to green swans (and blue swans)

◼ A broadened mandate leads to new challenges: tension between 

different objectives, communication strategies and - in the EU -

jurisdictional domains (fiscal-monetary). 
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Independence and danger of repolitisation?

◼ Otmar Issing in oral evidence to the House of Lords (2021) as 

part of its EAC QE Inquiry stated that “Central banks have 

come closer to political decisions during the financial 

crisis and now in the context of the pandemic”.

◼ How can we reconcile a broadened mandate with the primary 

objective of achieving low inflation while exiting QE?

◼ Powell in a speech yesterday on 21/03/2022 clearly 

emphasized: “the ultimate responsibility for price stability rests 

with the Federal Reserve”.

◼ With expanded powers, central banks (and supervisory and 

regulatory agencies) require commensurate mechanisms of 

accountability. 
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Climate change and sustainability

◼ Aligning objectives and functions

◼ Do we need a revision or interpretation of the CB law? 

As part of the secondary mandate to support the general economic policies of the

government without prejudice to the primary objective of price stability:

◼ ECB (interpretation and implementation) - The secondary mandate of the ECB (Article 127 

TFEU in conjunction with Article 3 TEU), was discussed during strategy review of the ECB 

launched by President Lagarde in January 2020. The ECB secondary mandate is broad 

and discretionary and includes employment, growth, climate change and environmental 

and social sustainability.  See inter alia 

https://www.ecb.europa.eu/ecb/climate/roadmap/html/index.en.html

◼ Bank of England (revision) – At the March 2021 Budget, the Chancellor - in a letter to the 

Governor – updated the MPC’s “remit to reflect the Government’s economic strategy for 

achieving strong, sustainable and balanced growth that is also environmentally 

sustainable and consistent with the transition to a net zero economy by 2050.” In practice, 

the change means that the Bank of England will change its approach to buying corporate 

bonds as part of its corporate bond purchase programme. The Bank have said that it will 

adjust its approach to corporate bond buying “to account for the climate impact of the 

issuers of the bonds we hold”. “The MPC and the Financial Policy Committee should 

continue to have regard to each other’s actions, to ensure coordination between monetary 

and macroprudential policy.” 

❑ Fed’s legal authority is constrained where climate change is concerned (Christina Skinner)
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Aligning objectives and functions

(1) Monetary policy

Green QE – not picking winners and losers.

Concerns about inequality/distributional justice

(2) Macro-prudential policy

Carbon markets

(3) Micro-prudential supervision (for banks and 

insurance companies) and regulation
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The greening of the Bank of England

◼ In addition to the green remit of the MPC 
https://www.bankofengland.co.uk/-/media/boe/files/letter/2021/march/2021-mpc-remit-

letter.pdf?la=en&hash=C3A91905E1A58A3A98071B2DD41E65FAFD1CF03E

◼ Climate change also features in the FPC’s remit letter
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment

_data/file/965778/FPC_Remit_and_Recommendations_Letter_2021.pdf

◼ And the PRC’s remit letter
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment

_data/file/972443/CX_Letter_-_PRC_Remit_230321.pdf

These letters include obligations in relation to climate-related matters 

tailored to the specifics of each Committee. 

◼ There is a new statutory “have regard” for the PRA to have 

regard to the net zero target when making CRR rules – see 

144C in the Financial Services Act 2021

https://www.legislation.gov.uk/ukpga/2021/22
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Greening central banking - UK
◼ The Bank has a Climate Change webpage Climate change | Bank of 

England, including pledges given during COP 26. 

◼ The following provide a good resource to gain a view of the Bank’s 

approach:
❑ Second TCFD disclosure in June 2021 

https://www.bankofengland.co.uk/prudentialregulation/publication/2021/june/climate-related-

financial-disclosure-2020-21

❑ Second Climate Adaptation 

Report https://www.bankofengland.co.uk/prudentialregulation/publication/2021/june/climate-

related-financial-disclosure-2020-21

❑ Greening of the Corporate Bond Purchase 

Scheme https://www.bankofengland.co.uk/markets/greening-the-corporate-bond-purchase-

scheme

◼ HMT is reviewing the UK Regulatory Framework with a view to introducing a 

Financial Services Bill: This Framework Consultation proposes the incorporation 

of climate change into the existing FSMA regulatory principles.

❑ See paragraph 3.24 

3.26. https://assets.publishing.service.gov.uk/government/uploads/system/upload

s/attachment_data/file/1032075/FRF_Review_Consultation_2021_-_Final_.pdf

◼
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Adjusting risk management and risk control

◼ Physical risks, transition risks, liability risks

◼ Credit risk, Market risk, Liquidity risk, Operational risk 

◼ Legal and reputational risk (including litigation)

◼ Systemic risk (evolution of the concept)

❑ Understanding different needs of developed &developing countries

◼ GOOD PRACTICES (green investments and ethical investments)

❑ Norway’s SWF uses several tools to promote their role as 

responsible (activist) investor: observations and exclusions (leading

to divestments) & relies on international collaboration.

❑ Product-based exclusions (weapons, tobacco, thermal coal etc.) and 

conduct-based exclusions (child labor, corruption, environmental 

damage etc.). 

❑ Soft law principles that can then turn into binding legal commitments.

Basel principles for the supervision of climate-related financial risks -

https://www.bis.org/bcbs/publ/d530.pdf
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