
calibrated with a wide spectrum of possible tech no-

logic al and political developments, the NGFS intends 

to assess how climate change affects the real econ-

omy and financial system over a longer time horizon. 

Scen ario analysis can be useful for gauging the influ-

ence on key financial stability indicators, such as 

losses in the banking system. 

An assumed scenario in this context is not a forecast 

of a future state of the world, but a representative 

pathway going for-

ward based on various 

assumptions, such as 

on future emissions, 

policy responses and 

energy prices. Given 

the considerable uncertainties and the broad spec-

trum of possible climate change pathways, it is im-

portant to consider and map multiple scenarios, in-

cluding extreme events. The NGFS intends to publish 

a scenario analysis guide on climate-related risks 

next year, and it is planning to model four different 

representative scenarios which are each driven by 

differing degrees of physical or transition risk (see 

Table 6.1). 

The real economy and financial system are most 

at risk in a scenario where there is a disorderly and 

thus abrupt pol icy response to discontinue the use 

of fossil fuels and the climate targets are not met 

(see Table 6.1). In this scenario, investors might only 

be able to adjust their portfolios at a loss, and fossil 

assets would abruptly decline in value. This scenario 

would also see an increase in physical risk, since it is 

assumed that no policy action was taken beforehand 

to mitigate that risk. The scenario with probably the 

smallest macroeconomic welfare losses is the one 

where the move away from fossil fuels begins early 

and follows an orderly path, because the transition 

would take place in a predictable fashion for all mar-

ket participants (see Table 6.1).

Scenario analysis can be used to illustrate the impact 

of both physical and transition risk, since it can plaus-

ibly map out possible representative future path-

ways. It does not go far enough to facilitate an ade-

quate risk assessment, though. Scenarios only ever 

map out a single pos-

sible future pathway, 

so decisions should 

not be based on them 

alone. Any assessment 

of climate-related risks 

in terms of financial 

stability needs to be 

expanded to include a qualitative evaluation of risks 

as well as additional analytical methods, such as sen-

sitivity analysis. This would give analysts a broader 

platform from which to classify and assess the mag-

nitude of the risks which are difficult to measure.

Given the broad  
spectrum of pos sible  
pathways, it is im-
portant to consider 
multiple scenarios.

Assessment of cli-
mate-related risks 
in terms of finan-
cial stability needs 
to be expanded to 
include additional 
analytical methods.

Stylised climate change scenarios Table 6.1

(according to the NGFS report)

Adaptation 
pathway …

Strength of response / Climate targets are ...

… met … not met

… disorderly Disorderly transition Hot house world and 
disorderly  transition

Late and abrupt reduc-
tion of emissions; cli-
mate targets are met.

Late and abrupt reduc-
tion of emissions, but 
not enough to meet cli-
mate targets; physical 
risks amplify transition 
risks.

… orderly Orderly transition Hot house world

Predictable and ade-
quate reduction of 
emissions; climate tar-
gets are met.

Emissions continue to 
rise and physical risks 
increase.

Source: Bundesbank table based on Network for Greening the Finan-
cial System (NGFS), A Call for Action: Climate Change as a Source of 
Financial Risk - First Comprehensive Report, 2019, p. 21.
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17 See Network for Greening the Financial System (2019b), p. 29.
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